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ABSTRACT 
China's economic reforms since 1978 have generated an enormous demand 
for telecommunications development. Yet China's approach to telecommunications 
development is governed by two opposing characteristics of its political economy. 
First, it is a one-party state struggling to maintain control of a diverse territory. The 
� control of the basic telecommunications infrastructure is viewed as essential. Second, 
economic growth has occurred in the context of an increasingly multinational, 
competitive, and information-intensive economy that led to further reforms and 
decentralisation. There was an increasing demand from foreign investors for 
liberalisation of the telecommunications industry, especially when China strove to 
join the World Trade Organisation (WTO). The telecommunications sector has 
become a site of intense inter-provincial struggles and foreign pressure. 
This study analyses the relationship between economic growth and 
telecommunications development in China. There are two distinct, but related sets of 
considerations that are fundamental to its telecommunications growth - national 
policy goal and strategic factor. Policy goal is directed towards the political and 
economic objectives while strategic factor is operated under national defence. A 
comparative study of telecommunications development in Shaanxi and Shandong 
and its relation with national policy goal and strategic considerations is undertaken. It 
was found that telecommunications development in China depends not merely on 
economic factor, but also on non-economic factors such as political, historical and 



















Telecommunications is now widely recognised not only as public services but 
also as valuable economic resources. It has become an increasingly important 
infrastructure for economic growth and development.^ 
However, it was not until the mid-1980s that the State Council in China 
commissioned and endorsed proposals to give telecommunications development a 
key role in the national economy (Zita, 1987). The background for this policy was 
threefold. First, the Open Door Policy enabled China to expose to the world 
economy. Special Economic Zones (SEZs) were formed and foreign investment was 
encouraged. The lack of a modem telecommunications infrastructure would hinder 
national economic growth. Second, the issue of national security. China is a vast 
country with different languages, including eight major dialects, ethnic groups, 
cultural tradition, and local loyalties. Hence, long distance telecommunications are 
essential both for effective military manoeuvring, and for national identification. 
Third, modernisation is the central theme of the economic reform. China has placed 
great stress on the importance of technology transfer. Telecommunications as 
infrastructure is an essential requirement for the effective deployment of information 
systems and wider application of computer networks. ^ 
Prior to the economic reform, the military establishment and defence strategy 
had a strong impact on telecommunications development in China. During the mid-
1 Melody, W.H. (February 1999). 'Telecom Reform: Progress and Prospects'. In Telecommunications 
Policy. 23(1), pp.7-34. 
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1960s and 1970s, China suffered from political unrest and economic disorder. Yet a 
relatively large amount of investment was put into the Posts and 
Telecommunications (P&T) industry in consequence of the American escalation of 
the Vietnam war and threats from the Soviet Unions. The Chinese leaders adopted a 
defence strategy and a so-called ‘Third Line’ was constructed in the remote areas of 
southwestern and westem regions including Shaanxi. As a consequence, 
telecommunications experienced relatively better growth in the interior regions. 
On the other hand, when China opened its door after 1978, the national goal 
was to establish a ‘socialist market economy'. The slogan ‘be bolder and faster’ was 
proposed as the guideline for reforms.^ Development strategy under Deng Xiaoping 
was to give incentives to let some people and regions prosper first. Coastal regions 
have become the ‘engine of growth’ as it strives to catch up with its neighbours in 
economic development. Telecommunications development experienced accelerating 
growth after the 1980s. The Sixth Five-Year Plan (1981-1985) stated for the first 
time that a concerted effort should be made to reinforce the construction of the P&T 
industries. China achieved a teledensity (telephone per 100 people) of 8.1 in 1997/ 
The shift in policy goals in China's telecommunications development echoed 
Statist Theory. This theory stipulates that the state pursues the 'national interest' and 
that the design of optimal policy requires the trade-offs between purely economic 
values (both national wealth and distributional equity) and the objectives related to 
power, security and stability. 
2 Ure, J. 'China's Telecommunications: Options and Opportunities'. In Lee, S.N.(ed.)(1997). 
Telecommunications and Development in China. Cresskill, New Jersey: Hampton Press, Inc., pp.245-
262. 
3 Lin, Y.F.; Cai, F.; Li, Z. (1996). The China Miracle. Development Strategy and Economic Reform. 
The Chinese University Press, pp.125-127. 
4 China Statistical Yearbook 1998, p.573. 
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Technological change and new service opportunities are factors bearing on 
the telecommunications reforms everywhere. As telecommunications emerged to 
play a central role in economic growth, reforms are inevitable.^ In a planned 
economy, all the institutions were developed as parts of that system. However, in a 
market economy, some parts originally designed for a planned economy became 
incompatible. The reform environment creates a demand for institutional changes. 
Telecommunications services in China still remain in tight control. China's 
policy in accepting foreign investment in the telecommunications sector is twofold. 
On the one hand, it is keen to use foreign capital to develop its telecommunications 
industry. On the other hand, it prohibits foreign participation in domestic 
telecommunications management. It was not until 1998 that a restructure of the 
telecommunications sector was initiated. 
As Mueller and Tan (1997) argued, China's restrictions on foreign investment 
in telecommunications services are based on two considerations. First, China views 
telecommunications as a security apparatus. The centralisation of 
telecommunications operation and management in a single, state-owned operating 
entity makes it easier to use the network as an extension of the state's surveillance. 
Second, to permit foreign investment into the local P&T would likely result in asset 
privatisation that is unacceptable to the current administration. 
This study attempts to analyse different factors that contribute to 
telecommunications development in China. Two provinces, namely Shaanxi and 
Shandong, were selected to illustrate that telecommunications development in China 
5 Melody, W.H. (February 1999). 'Telecom Reform: Progress andProspects'. In Telecommunications 
Policy. 23(1), pp.7-34. 
3 
is not necessarily linked to economic growth. It can be a result of state policy and 
strategic considerations. 
RESEARCH OBJECTIVE 
This study hypothesises that telecommunications development in China does 
not depend merely on economic growth, but also on non-economic factors such as 
national policy goal and strategic considerations. Telecommunications developments 
in Shaanxi and Shandong provide evidence for the argument that telecommunications 
growth in China depends on non-economic factors. 
Shaanxi is an interior region with poor economic performance, yet its 
telecommunications infrastructure is relatively good. As early as 1969, the first 
China-made 600-channel microwave link connected Beijing and Xi'an (the capital 
city of Shaanxi). Consequently, five microwave links stretched, in various directions, 
from Xi'an to other places in the province. The province became one ofthe few that 
made efficient use of microwave communications at that time.® Xi'an is one of the 
centres for optical cable trunks and microwave trunks in China in the 1990s. (See 
Maps 1 & 2) Being a major military production base in China, the province has 
become the nation's biggest aircraft manufacturing centre and an important 
production site of electronics production. In recent years, Shaanxi has put full efforts 
into the development of science and technology. It has ambitiously vowed to become 
west China's 'Silicon Valley’，with a total output value of RMB$2.5 billion by the 
year 2000/ 
6 Zhao Q.X. fAugust/September 1990). 'Development ofMicrowave Communications in Shaanxi 
Province.' In China Telecommunications Construction . 2(3), pp.37-41. 
7 Trade Developments. Market Profiles on Mainland China 's Provinces, Autonomous Regions and 
Municipalities. (1997 edition). Hong Kong Trade Development Council, pp.53-55. 
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On the other hand, Shandong is a coastal area with high economic growth. It 
benefited from the Open Door Policy, and telecommunications experienced a rapid 
development in the 1990s. According to the Seventh Five-Year Plan (1986-1990), 
the coastal regions will take lead in modernising traditional industries, training 
industrial personnel and introducing high-tech industries into China. Yet the 
development of the coastal region is far from homogeneous. The northeastern 
provinces of Liaoning, Jilin and Heilongjiang have had a long ^)re-Revolutionary) 
tradition of heavy industrial development. The southeastern provinces of Jiangsu, 
Zhejiang and Guangdong have had an even longer established reputation for 
agricultural and light industrial production. In contrast, Shandong was under-
developed and non-industrialised prior to the economic reforms.^ It benefited from 
the preferential policies only after the reforms were initiated. Its telecommunications 
development experienced a drastic increase since the 1990s. 
METHODOLOGY 
A review of thirty provinces in China (see Map 3) with respect to their gross 
domestic product (GDP) per capita in 1997 shows that the provinces can be divided 
into three groups, namely, high, medium and low GDP per capita (See Table 1.1). 
As shown in Table 1.1, coastal regions have relatively high teledensity in 
1997. For instance, teledensity in the coastal regions such as Shanghai, Beijing and 
Tianjin are 28.6%, 23.1% and 15% respectively. On the contrary, teledensity in the 
interior regions such as Tibet, Gansu and Guizhou are 1.7%, 2.9% and 1.6% 
respectively. 
8 Ferdinand, P. ‘Shandong: An Atypical Coastal Province?' In David, G. (ed.) (1989). China's 
5 
Table 1.1. China's GDP Per Capita by Region and Its Teledensity, 1997 
Region GDP per capita Teledensity 
(Coastal/Interior) (RMB$) W 
Shanghai (CR) 25,750 28.6 
Beijing (CR) 16,735 23.1 
Tianjin (CR) 13,796 15.0 
Zhejiang (CR) 10,515 9.2 
Guangdong(CR) 10,428 12.1 
Jiangsu (CR) 9,344 8.6 
Fujian (CR) 9,258 8.9 
Liaoning (CR) 8,525 9.7 
Shangdong(CR) 7,590 4.7 
Heilongjiang(IR) 7,243 7.5 
Xing]iang (IR) 5,904 6.6 
Hubei (IR) 5,899 5.8 
Hebei (CR) 5,899 5.1 
Hainan (CR) 5,698 5.3 
Jilin (IR) 5,504 7.6 
Shanxi (IR) 4,736 3.9 
InnerMongolia(IR) 4,691 4.4 
Hunan (IR) 4,643 4.2 
Henan (IR) 4,430 3.2 
Anhui (IR) 4,390 3.6 
Guangxi (CR) 4,356 2.9 
Jiangxi (IR) 4,155 3.5 
Qinghai (IR) 4,066 3.5 
Yunnan (IR) 4,042 3.6 
Sichuan (IR) 4,029 2.6 
Ningxia (IR) 4,025 5.5 
Shaanxi (IR) 3,707 4.1 
Tibet (IR) 3,194 1.7 
Gansu (IR) 3,137 2.9 
Guizhou (IR) 2,215 1.6 
Source: China Statistical Yearbook, 1998, p.64-5. 
Yearbook ofChina. Transportation & Communications 1998. Yearbook House of China Transportation & Communications, 
p.638. 
(CR: Coastal region; IR: Interior region) 
Shaanxi is among the poorest interior provinces in term of GDP per capita in 
China. It ranked twenty-seventh out of the thirty provinces. Its GDP per capita was 
RMB$3,707 in 1997; less than halfthat of Shandong. Yet, Shaanxi has a teledensity 
of 4.1%, ranking second highest in the third group after Ningxia. On the other hand, 
Shandong has achieved a relatively high GDP per capita in 1997, which amounted to 
RMB$7,590, but it has a teledensity of 4.7% only. Its telecommunications 
development lagged behind other coastal provinces although its economic growth has 
gathered monument since the 1990s. 
Regional Development London, New York: Routledge, pp.153-63. 
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It is widely believed that telecommunications plays a positive role in 
economic development (Strover, 1989), but the case of Shaanxi and Shandong 
reflects that state policy and strategic considerations are major factors contributing to 
telecommunications development in China. 
SOURCES OF INFORMATION 
This study is based on documentary research and case analysis. Information 
was obtained from materials published by the following sources: International 
Telecommunication Union (ITU), International Telecommunications Satellite 
Organisation (INTELSAT), the Organisation for Economic Co-operation and 
Development (OECD) and Agency for International Development (AID), and the 
World Bank. Data for China were obtained mainly from the Universities Service 
Centre, Chinese University of Hong Kong, the China Statistical Yearbook, Year 
Book of China Transportation & Communications, Statistical Yearbook of Shandong 
and Statistical Yearbook of Shaanxi. 
Chapter 1 is a review of literature on the relationship between 
telecommunications and economic development. Chapter 2 examines the three 
phases of the telecommunications development in China with reference to its 
political economy context. On the basis of the Statist Theory, Chapter 3 illustrates 
how policy goal and strategic considerations affected telecommunications 
development in China. Regulatory issues of the telecommunications sector will also 
be analysed in this chapter. Chapter 4 investigates the divergent paths of 
telecommunications development in Shaanxi and Shandong. It discusses the non-
economic factors that contribute to telecommunications growth in the interior regions 
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and contrast than with the economic factors that have contributed to 
telecommunications development along the coast. It concludes that economic growth, 
albeit its importance, is only one of the many factors affecting telecommunications 
development in China. 
8 
CHAPTER 1: LITERATURE REVIEW 
Telecommunications as a factor in socio-economic development was almost 
completely overlooked by communication researchers during the 1960s. Works by 
communications scholars such as Schramm (1964) and Shapiro (1967) focused on 
mass communications as a tool for development. 
Since the late 1960s, there has been a growing body of research, primarily 
carried out by economists and technologists who are concerned about the possibility 
of using communication technology to foster economic growth. The various studies 
can roughly be grouped into three categories: First, statistical studies relating some 
measures of telecommunications development to economic growth. Second, studies 
of a generally non-empirical nature which attempt to delineate the influences of 
telecommunications on development. Third, case studies of particular 
telecommunications projects. 
The first group of studies have failed to provide evidence necessary for 
national planning and investment decision. The case studies of individual projects 
and applications are generally not designed to control for other factors and the results 
cannot be generalised. This group of studies is typically interested in the 
relationships between telecommunications and development indicators (for example 
GNP or GDP per capita). However, they generally do not answer the question of 
causality (see for example International Telegraph and Telephone Consultative 
Committee, 1968, 1972; Gillings, 1975.) While telecommunications investment and 
economic development are interdependent, these studies can rarely infer the degree to 
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which telecommunications or telecommunications investment contributes to 
economic development. 
Gillings (1975) performed a cross-sectional analysis of twenty-nine nations to 
test a hypothesised catalytic effect of telecommunications upon economic 
development. His hypothesis was that GDP per capita of the secondary and tertiary 
sectors of a national economy is a function of the catalytic effect of telephone use. 
This catalytic effect is hypothesised because telecommunications increases the flow 
of information within society. It results in greater efficiency of industrial operations. 
Gilling's hypothesis implies that telecommunications mediates the influence of 
support factors on development. His results, however, do not support his conclusions. 
Cmise O'Brien, et al (1977), conducted an extensive analysis of 
telecommunications in relation to development. GNP per capita, as well as a number 
of communication variables and social indicators was used. A composite index ofthe 
communication variables was created through principal component analysis. The 
communication indicators were newspaper circulation per 1,000 population, 
newsprint consumption per capita, telephones per 100,000 population, radio sets per 
1,000 population and television sets per 1,000 population. Data for 73 nations from 
1960 and 1970 were used. The findings showed that nations with high levels of GNP 
showed a higher growth in telephone density. 
Several other studies examined the relationship between GNP or GDP per 
capita and telephone density. Montmaneix (1974) analysed the data of 30 countries 
and found that long distance traffic was growing twice faster than GDP. By using a 
more sophisticated approach to correlational analysis. Hardy (1980) has developed 
hypotheses to examine several fundamental recurring questions: 
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1. Does telecommunications contribute to economic development, or does economic 
development contribute to telecommunications growth, or both? 
2. Do business telephones contribute to economic development in developing 
countries? In industrialised countries? 
3. Do residential telephones contribute to economic development in developing 
countries? In industrialised countries? 
4. Does the telephone contribute more to economic development than a mass 
medium such as broadcast radio? 
5. Does telecommunications contributes more to economic development in the 
industrialised countries than in the developing countries? 
Hardy (1980) attempted to establish an empirical causal relationship between 
telecommunications and economic growth. GDP per capita was used as an indicator 
for economic development. He used the cross-sectional, time-series regression 
analysis technique to determine whether and to what extent one variable would lead 
or drag another. He compared data of each variable for one year (time t) and for the 
previous year (time t-l). The World Bank data (during the decade from 1960-1970) 
on the percentages of national income received by the wealthiest 5% of the 
population, the poorest 20%, and the remaining middle 75% was used in the study. 
Findings of the study can be summarised as follows: 
• The telephone appears to contribute more on the development process than one-
way communication systems such as radio. 
• The role of the telephone in economic development appears to be more 
important in the developing countries than in the industrialised countries. 
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• In the developing countries, the residential telephone is economically far more 
important than it was generally thought to be. 
• The lower a country's level of development, the greater the potential 
contribution of telecommunications to economic development. 
• Growth in telecommunications appears to benefit primarily the middle income 
segment of the population. 
Although the results of the Hardy study give us some important insights into 
the role of telecommunications in economic development, the data used are national 
indicators which tell us nothing about distribution within a country. Income is not 
likely to be evenly distributed throughout a society and the beneficiaries of economic 
growth may vary. 
Parker (1976) argued that telecommunications might both reflect and 
reinforce the social structure of a nation. He states 'the communication technology of 
a society determines who can speak to whom, over what distances, what time delays 
and with what possibilities for feedback or retum communication'. Hudson (1984) 
also reviewed some studies of the Less Developed Countries (LDCs) and found that 
telecommunications may be particularly beneficial at certain key points in the 
process of rural development. 
In the 1980s, telephone has become an indicator for telecommunications 
development as a result of the expansion in its capabilities due to fiber optics, 
digitisation and computerisation technology. The study of telecommunications and 
development released jointly by ITU and the OECD highlight the fact the 
'investments in telecommunications entail very significant economic and social 
12 
benefits and contribute to identifiable increases in gross national product. These 
increases are greatest in the countries and regions with the lowest incomes.'^ 
Parker & Hudson (1992) further argued that upgrading telecommunications 
infrastructure was necessary in order to improve the depressed rural economy. They 
have studied the relationship between economic indicators and telecommunications 
improvements in the United States and have focused on two states - Washington and 
Oregon. The indicator of rural economic health they employed was the 
unemployment rate. They found a causal link between economic quality and 
improvements in telecommunications. 
In China, the Centre for Economic and Technological Development of the 
Ministry of Posts and Telecommunications has shown that the marginal contribution 
to the national economy brought by adding one dollar of investment in information 
resources is 15.8 times of that brought by investment in physical resources. The 
centre used data from 29 countries to regress telephone line density on factors such as 
per capita GNP, average education level and relative size of service industries. The 
regression results were compared with relevant data for China. It was concluded that 
only half of the social demand for telecommunications was met in the 1980s. 
With respect to the two-way relations between telecommunications and 
economic growth, Cronin, Parker, Colleran, & Gold (1991) conducted a study in the 
United States to test two hypotheses: 
1. Economic growth is a cause of telecommunications investment at a later point in 
time, and 
9 Riverson, L.K. (1993). Telecommunications Development. The Case ofAfrica. Lanham, New York, 
London: University Press of America, p.23. 
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2. Telecommunications investment is a cause of economic growth at a later point in 
time. 
They used the Granger Test and Modified Sims Test and found that both 
hypotheses were supported. They further tested the two hypotheses at the state and 
county level, and the hypotheses were again supported. However, Zhu (1997) 
replicated Cronin et al.'s study in China and found that telecommunications 
contributed to development in China as a whole, but not in Shanghai, which is an 
industrial city. He argued that in industrial societies like Shanghai, although 
information was also used to organise economic activities, the effect of 
telecommunications might not be so direct and obvious as in post-industrial or 
agricultural societies. 
Besides, Stone (1993) found that telecommunications investments are 
relatively more effective in upper-middle income countries than in lower-middle 
income countries. He studied four countries, namely Brazil, Costa Rica, Indonesia 
and Singapore. The findings indicated that telecommunications investment has 
various effects at different stages of development and it casts the 'diminishing return’ 
thesis in doubt. This implied that research on the link between telecommunications 
and economic growth requested further study before conclusions could be drawn. 
As for the telecommunications reforms, Wellenius and Stern (1994) argued 
that there are four directions: commercialising and separating operations from 
government; increasing the participation of private enterprise and capital; containing 
monopolies, diversifying supply of services and developing competition; and shifting 
government responsibility from ownership and management to policy and regulation. 
10 Yang P.F. (1991). 'On the Goals and Ways of a Harmonic Development of Telecommunication'. In 
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First, it is generally agreed that telecommunications operating entities, irrespective of 
who owns them, perform best when run as profit-driven businesses. Second, with 
increased participation from the private sector, they can attract new sources of capital, 
management and technology to the telecommunications sector. Third, as the number 
of providers of telecommunications services and networks is rapidly increasing, a 
single monopoly operating enterprise, whether state-owned or private, is increasingly 
unable to meet the demands of all types of users. Thus, technological changes are 
making competition possible in a widening range of market segments. Finally, 
irrespective of the particular sector and ownership structures adopted, regulation is 
needed to enhance economic efficiency of markets, contain monopoly power, and 
create market rules to encourage investor and consumer confidence. 
In view of the various approaches to telecommunications development, Read 
and Youtie (1996) argued that there are three ways that telecommunications can 
contribute to economic development. First, by attracting firms that consider 
telecommunications infrastructure as a deciding factor. Yet, studies of 
telecommunications and firm re-location point out that this factor is a necessary but 
not sufficient condition. Second, telecommunications helps the firms to be more 
productive and operate in less costly ways. However, the substitution of computers 
for labour can result in job losses and other economic dislocations. Third, 
telecommunications reduces the differences of disparities between rural and urban 
economies. Many of the obstacles to rural economic development stem from 
physical distance, social isolation and small community size. Thus, 
telecommunications services can help to link rural communities with urban economic 
P&TEconomy. 16(3)，pp.2-4. 
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and recreational life. However, rural communities often lack sufficient demands to 
justify upgrades such as analog switching. Investors find less investment risk to 
upgrade high-volume, high-profit urban areas. In this respect, the rural areas fall 
behind. 
Although telecommunications is assumed to have beneficial effects on 
development, a review of the literature shows that the findings are far from 
conclusive. Parapak (1993) summarised eight roles of satellite communications in 
national development. In tum, these roles can be conceived as telecommunications ‘ 
contribution to development: 
1. Accelerating national development - high-quality telecommunications system 
will improve LDCs' global competitiveness. 
2. Modernising and integrating society - telecommunications access is important 
for industrialisation, education, commerce, and socio-cultural development. 
3. Improving efficiency and productivity - advanced telecommunications 
technology ensures a speedy response to social demands. 
4. Enhancing equitable distribution - telecommunications facilitates rural and 
remote areas to attract investment 
5. Conserving energy — improved communication means reduced travelling time 
and travel reduction means conservation of energy. 
6. Eliminating isolation of remote areas - remote areas are linked by 
telecommunications with other business, political and cultural centre. 
7. Expanding market opportunities - service expansion is possible due to global 
networks. Decentralised corporate management is also possible. 
16 
8. Attracting capital for infrastructure - good telecommunications networks attract 
global investments.il 
Theoretical Framework in Telecommunications Development 
Noll (1983) argued that all nations exercise considerable political control over 
the communications sector. He stated that performance of the communications sector 
depends on the political and economic environment in which it operates. He 
attempted to postulate four different theoretical perspectives to illustrate the 
relationship between economic and institutional considerations. They are: (1) 
Atomistic Democratic Theory; (2) Statist Theory; (3) Pluralist Theory, and (4) 
Institutional Theory. 
First, Atomistic Democratic Theory pays special attention to economic 
efficiency and distributional equity. The former refers to the production of 
commodities at minimum cost, while the latter has the assumption that people are 
roughly equal in their ability to enjoy economic well being. 
Second, the Statist Theory focuses on the state as a decision-making entity 
that is separable analytically from its constituent parts. The statist approach assumes 
that the state pursues the 'national interest' and that the design of optimal policy 
requires the trade-offs between purely economic values (both national wealth and 
distributional equity) and the objectives related to power, security and stability. 
(Gilpin, 1981; Katzenstein, 1977; Krasner, 1976). Telecommunications and 
broadcasting are important to the state because of the role of communications in 
11 Parapak's ideas being summarised by Lee, S.N. ‘Telecommunications and Development: An 
Introduction'. Li Lee, S.N.(ed.)(1997). Telecommunications and Development in China. Cresskill, 
New Jersey: Hampton Press, Inc., pp.8-9. 
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maintaining social cohesion. Besides, communications systems and technologies are 
important to national security and economy. Hence, statists view that it is natural for 
the government to protect the sector against domination by foreigners or potentially 
disruptive internal groups. Thus, the objectives of the government are of threefold: 
to assure the sector does not become a barrier to the development of other favoured 
economic activities; to promote developments that support the state's overall 
economic and political objectives; and to make sure that the use of the 
communications network is consistent with the goal of promoting state's social and 
cultural interests (Noll, 1986). Although privatisation and deregulation seemed to be 
inconsistent with the statist doctrine, yet both are consistent with state interests if the 
state is certain that forces supportive of the state will control them. 
Third, the pluralist theory views policy evolution as the outcome of 
interaction among persons and groups. Each group in the political process can be 
viewed as receiving some payoffs from every contemplated movement of public 
policy. The government is seen as a black box mediating between the forces acting 
on it and the policy outcome it produces. Noll views pluralist theory as a model of 
policy determination rather than of regulation per se. 
Fourth, the institutional theory takes the position that the details of the 
political system such as its mles and organisation will affect the development of 
public policy. Similar to the pluralists, an institutionalist theory tend to be 
individualistic, seeing policy as the result of individual actions and is evaluated on 
the basis of individual effects. The key concept is that incentives and actions of 
groups and individuals are filtered through an explicit analysis of the effects of 
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institutions. In this framework, 'political institutions matter’ and can be regarded as 
exogenous for short-term policy. (Noll, 1983; Noll and Owen, 1983). 
This study focuses on the Statist Theory. Although Shirk (1993) argue that 
policy-making in China has become a pluralistic process involving hundreds of 
officials from various Communist Party and government departments, China's Party 
leaders still have the power to prod the bureaucracy to action since the Chinese 
Communist Party (CCP) has formal political authority over the govermnent.^^ China 
is a one-party state and the control of telecommunications by the state still remains 
tight. Chapter 2 will examine the three phases of telecommunications development in 
China and shed light on how political and economic conditions have affected its 
growth. 
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CHAPTER2: PHASES OF TELECOMMUNICATIONS 
DEVELOPMENT IN CHINA 
China is a vast country of more than 9.6 million square kilometres. It has a 
population of over 1.2 billion, but a teledensity ofjust 8.1% in 1997? It is potentially 
the largest telecommunications market in the world. Since the economic reforms, 
there has had as a growing demand for an efficient telecommunications network. 
However, there are wide disparities in access to telecommunications services, 
especially between coastal and interior regions. 
This chapter examines three different phases of telecommunications 
development in China: phase of minimal growth (1949-1965); phase of slow growth 
(1966-1980)，and phase of accelerating growth (1981-present). 
Minimal Growth: 1949-1965 
Telecommunications development was minimal during 1949 to 1965 for two 
reasons. First, the state policy, which focused on heavy industry in the 1950s and on 
agriculture in the early 1960s, limited telecommunications growth. Second, there 
was a lack of funds for telecommunications development. 
With the establishment ofthe People's Republic of China (PRC) in 1949, the 
national telephone density was only 0.05% and there were no rural telephones" 
From the 1950s to 1970s, the management of China's state-owned 
12 Shirk, S.L. (1993). The PoliticalLogic ofEconomic Reform in China. Berkeley, Los Angeles, 
Oxford: University ofCalifomia Press, p.64. 
13 China Statistical Yearbook 1998, p.573. 
14 Ibid, p.75. 
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telecommunications system was semi-military and highly centralised.^^ 
Telecommunications was seen purely as a tool for administrative needs. Leasing a 
residential telephone line was a political privilege and a symbol of social status. 
However, when the government found it necessary to reduce its budget, 
telecommunications expenses were usually among the first to be classified as 'non-
productive' and cut. 
In fact, the telecommunications network had been ravaged by years of war 
before the PRC was founded. At that time, the total output value of industry and 
agriculture was RMB$46.6 billion and the GDP per capita was RMB$66.1. Within 
the total output value, agriculture accounted for 70% and industry made up 30%. 
Heavy industry contributed only to 7.9% of the total. ®^ 
In view of the weak industrial foundation, the leaders adopted a development 
policy that focused on heavy industry during the 1950s. On September 16, 1956, 
Premier Zhou Enlai delivered the Second Five-Year Plan at the Eighth Chinese 
Communist Party (CCP) National Congress. According to the plan, there were five 
fundamental tasks. First, to continue industrial development, with an emphasis on 
heavy industry. Second, to expand the Socialist collective ownership system. Third, 
to further develop light industry, agriculture, handicrafts, transportation, and 
commerce. Fourth, to intensify education and scientific research so as to satisfy the 
needs of Socialist economic and cultural development. Fifth, to increase national 
defence and improve living standards. 
15 Yang P.F. (1991). 'On the Goals and Ways of a Harmonic Development of Telecommunication'. In 
P&TEconomy. 16(3), p.4. Gao Yangzhi. (1991). 'Shanghai's Telephone Network: Status Quo and 
Development Strategy'. In P&TEconomy. 16(3), p.24. 
16 China Economic Yearbook Editorial Board (ed.) (1982). China Economic Yearbook 1981 (abridged 
edition). Beijing: Economic Management Press, p.VI-4. 
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According to Zhou's estimate, the total planned expenditure for the Second 
Five-Year Plan was RMB$120 billion, ofwhich RMB$70 billion, or 60 percent, was 
budgeted for the development of the industrial sector (Tsao, 1987). The plan 
emphasised the development of heavy industry while paying less attention to light 
industry including transportation and telecommunications. 
Between 1958 and 1960, telecommunications development experienced an 
unsteady growth due to the Great Leap Forward. The movement was rashly 
implemented causing huge wastage of both material and human resources. As 
reported by the People 's Daily on April 9, 1981, the estimated loss during the three 
years of the Great Leap Forward amounted to RMB$100 billion. 
In January 1961, the state formulated four guidelines for economic recovery -
adjustment, consolidation, enrichment, and elevation. In the adjustment section, the 
order of the sector's priorities of heavy industry, light industry and agriculture was 
reversed. The 'Agriculture First’ policy was adopted during the Adjustment Period 
(1961-1965). The tasks of industry were to support agriculture and provide essential 
industrial consumer goods. 
Table 2.1 shows that the shares of the three major sectors- agriculture, light 
industry and heavy industry, in total gross output of industry and agriculture changed 
substantially during the First Five-Year Plan, the Great Leap Forward and the 
Adjustment Period. 
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Table 2.1. Percentage Distribution of China's Agriculture, Light Industry, and Heavy Industry, 
in the Gross Value ofIndustrial and Agricultural Production, 1952，1957，1960，and 1965 
l952 1957* m O 1965# 
Agriculture Q)ercent) 5^5 4 S l 2 0 l 2 9 J 
Light Industry (percent) 26.7 30.1 26.6 35.4 
Heavy Industry (percent) 14.8 26.6 53.3 34.8 
Total (percent) 100.0 100.0 100.0 100.0 
Total (RMB$ billion) 82.7 124.1 183.8 198.4 
Note. Data compiled from Almanac of China 's Economy 1981, English edition (1982). Hong Kong: Modem Cultural Co., pp. 
960, 966 and 971. Tso, James T.H. (1987). China 's Development Strategies and Foreign Trade. Lexington Books, p.27. 
*Data are in terms of 1957 constant prices. 
#Calculated on the basis of 1952 actual values and 1960 indexes. 
As shown in Table 2.1, there was a remarkable increase in the share of heavy 
industry from 14.8% in 1952 to 53.3% in 1960. In contrast, there was a rapid 
decrease of percentage distribution in agriculture from 58.5% in 1952 to 20.1% in 
1960. Yet, with the adoption of the 'Agriculture First’ policy during the Adjustment 
period, agriculture's share rose to 29.7% in 1965. However, since the development 
strategy did not focus on light industry, its share only experienced a slight increase 
from 26.6% in 1960 to 35.4% in 1965. 
Apart from the low priority allocated by the state towards 
telecommunications development during this period, the problem of insufficient 
funds hindered telecommunications growth. During 1950-1952, attention was 
devoted to rehabilitation and resumption of services. The annual investment in 
telecommunications for these three consecutive years accounted for 3.5%, 1.7% and 
0.6% respectively of the total state investment. Since the policy goal stressed heavy 
industry, only RMB$361 million which meant 0.08% of the total investment, went to 
telecommunications and postal services in the First Five-Year Plan. (The First Five-
Year Plan, 1955;Liu, 1988) 
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As investment went down in all economic sectors from 1963 to 1965, total 
state investment in the Posts and Telecommunications (P&T) industry was further 
reduced to RMB$137.2 million, which amounted to 0.5% of the total national 
investment (Liu, 1988). Hence, telecommunications development in China was 
minimal before 1965. 
Slow Growth: 1966-1980 
During the mid-1960s and 1970s, China suffered from political unrest and 
economic disorder. However, a relatively large amount of investment was put into 
the P&T industry due to military and defence considerations. 
From 1966 to 1970, total investment in the P&T industry was RMB$1.37 
billion, almost double that of the Second Five-Year Plan. A massive programme of 
investment known as the 'Third Front, was conducted in the remote areas of 
southwestern and westem regions including Shaanxi. The investment in the P&T 
broke through the 1% ceiling in total national investment and reached 1.4% (Liu, 
1988). 
Throughout the Cultural Revolution (1966-1976), China's leaders considered 
the threat of war from both superpowers- the Soviet and the American, as imminent. 
The Soviet threat was from the north and west, while the American threat was from 
the east and south (Vietnam). In order to prepare for a possible war, various regions 
were classified into first, second, and third lines according to their respective 
strategic importance. The third line region includes the provinces of Sichuan, 
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Guizhou, Yunnan, Shaanxi, Gansu, Shanxi and the westem parts of Henan, Hubei, 
and Hunan.i7 
During the Cultural Revolution, there was an irrational preferential treatment 
given to heavy industry and the defence industry. For instance, in Sichuan, 80% of 
the province's total investment was in capital investment such as heavy industry, 
defence production and railways between 1966 and 1975. However, investments in 
light industry and agriculture were only 4.4% and 4.7% respectively. Military 
considerations weighed heavily at that time. Many projects were built in remote 
mountain areas, some of them in mountain caves. 
However, the Third Line construction had adverse effects on the Chinese 
economy in various aspects. First, large investments were involved in capital 
construction. Second, full production capacity was rarely achieved because of the 
difficulties in transportation and water supplies. Third, it was physically difficult to 
develop specialisation and co-operation with other concerns. Thus production units 
were forced to make large quantities of the products themselves. Fourth, due to the 
isolation of the location, an entire little community had to be built around each area, 
with facilities such as childcare, schools, shops, cinemas and sports grounds. Finally, 
low work productivity was the result of the high production and transportation 
costs.i9 
Besides, the Cultural Revolution has led to a reduction of coal production. In 
1967，the government was forced to ration coal for private consumption and to cut 
power supplies. According to estimates by Field (1981), production of steel 
17 Kjeld A. L. (1992). Regional Policy ofChina, 1949-85. Journal of Contemporary Asia Publishers, 
p.87. 
18 Ibid, p.l29. 
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decreased by 23% from 1966 to 1967. The production of chemical fertilisers, cement, 
and cotton cloth also decreased by 27%, 17% and 20% respectively. ^ ° 
When Mao Zedong died on September 12, 1976, Hua Guofeng was elected as 
chairman of the CCP Central Committee and as premier. For political reasons, he 
attacked Deng Xiaoping's pragmatic economic ideas. The Tiananmen Incident broke 
out on April 5, 1976, when thousands of moumers gathered around the monument of 
the late Premier Zhou Enlai in Beijing's Tiananmen Square. The moumers were 
attacked by police forces and lives were lost. This incident revitalised Deng 
Xiaoping's political career and accelerated the fall of the Gang of Four. In October 
1976, the Gang of Four was overthrown. Two years later, on November 15, 1978, 
the Tiananmen Incident was officially declared 'entirely revolutionary.' The 
declaration of the legality of the event in Tiananmen ended the political career of 
Hua Guofeng. 
The political turmoil during this period activated telecommunications 
development in the interior regions. Yet, it was not until late 1970s that the leaders 
recognised the importance of telecommunications infrastructure on economic growth. 
Accelerating Development: 1981-present 
After three decades of ignoring the P&T industry, the government made 
telecommunications a development priority for the first time in the 1980s. The Sixth 
Five-Year plan stated: 
'Transportation and postal service and telecommunications are a 
conspicuously weak area in the current economy. In the Sixth Five-Year Plan 
19 Ibid, p.l30. 
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period, a concentrated effort should be made to reinforce the construction of 
these industries, to improve their management and to raise their capabilities 
and efficiency so that they can meet the needs of energy development and 
stable economic growth，. (The Sixth Five-Year Plan, 1983, p.360) 
During the 1980s，China recognised telecommunications as an important 
agent in economic development. Under the leadership of Deng Xiaoping, Hu 
Yaobang, and Zhao Ziyang, the Sixth Five-Year Plan (1981-1985) was launched. 
The plan was characterised by moderate growth targets, comprehensive coverage of 
all sectors of the economy, and reliance on foreign capital and technology. The 
objective of the macroeconomics target was to quadruple the gross value of industrial 
and agricultural production by the year 2000. According to Zhao Ziyang's two-stage 
strategy, the first stage (1981-1990) was to lay a solid foundation for economic 
development and the second stage (1991-2000) aimed at a high growth rate 
When the economic reforms era took hold in the late 1970s, there were a 
number of forces encouraging the reform of telecommunications. First, many large 
cities planned to build new, westem-style hotels to develop tourism. Some hotels 
required more than a thousand telephone lines so that each room would have its own 
telephone and access to overseas dialling facilities. Second, there was a need for 
Chinese enterprises to communicate with the rest of the world. Third, when there was 
roughly one telephone for every 250 people in the early 1980s, it was much easier to 
call overseas than it was to call across town. Despite rapid economic growth, the 
telecommunications system fell short of meeting growing local demands. The quality 
2°R.M. Field's estimates were printed in the People 's Republic of China: An Economic Assessment, 
p.83. 
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of local and long distance service was poor; parts of the system were obsolete and 
costly to maintain and operate. Telephone communication was severely lacking. 
In October 1984, the State Council stipulated a ‘six-point instruction' to the 
P&T industry.2i Among them, four main points are: 
1 • The overall planning of industrial development should be unified. 
2. Ministerial administration should be co-ordinated with regional authorities. 
3. Responsibilities should be defined and shared among different administrative 
level. 
4. The construction of infrastructure should mobilise resources from all concerned. 
Besides, in order to facilitate local telephone development, the State Council 
developedapolicy ofthe Three 90%s' inthe 1980s: 
1. 90% of profit is to be retained by the local enterprise (in other words, the tax rate 
is 10%, well below the 55% tax rate for other industries). 
2. 90% of foreign exchange (hard currency) earnings are to be retained by the 
enterprise. 
3. 90% of the central government's investment is considered as non-repayable 
loans.22 
Since the mid-1980s, the growth of telecommunications sector has been 
accelerating. During the Eighth Five-Year Plan (1990-95) period, the aggregate 
investment in fixed assets in the province's P&T industries reached RMB$13 billion, 
which was an increase by 19 times over that of the Seventh Five-Year Plan. 
Digitised transmission was realised in towns and cities at and above the county level; 
21 Jin J.Y. (1992). ‘On Some Problems Concerning the Deepening ofReforms and the Transition of 
Business Administration'. Li P&TEconomy. 20(3), pp.4-6. 
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large-capacity fibre optic cable and microwave transmission were provided in the 
provincial capital city and all of the prefecture cities. Table 2.2 shows the 
development of telecommunications industry from 1949 to 1995. 
Table 2.2. China's Telecommunications Industry, 1949-1995 
1949 1978 1995 Average Annual Average Annual 
Growth (1949-78) Growth (1978-95) 
(%) (%) 
Telephone Switching Lines 310,000 1,749,000 71,960,000 ^ ^ 
Long Distance Circuits 2,800 19,000 865,000 6.9 25.2 
No. ofLong Distance Calls 9,000,000 186,000,000 10,140,000,000 11.0 26.5 
Revenue (RMB$) 96,500,000 6,039,000,000 87,300,000,000 6.6 17.0 
No. ofPhone Subscribers 300,000 1,930,000 40,700,000 6.6 20.1 
Investment (RMB$) 39,200,000 265,700,000 87,000,000,000 6.8 40.6 
Source: Li, S.; Su, J.; Dhilawala, S. (1996). Chinese Telecom Market. Northern Business Information. The McGraw Hill Co. 
Inc., p.2. 
Prior to the economic reforms, growth of telecommunications industry was 
slow. From 1949 to 1978, the number of telephone switching lines had increased by 
6%, while the increasing rate had reached 24.3% from 1978 to 1995. Investment in 
telecommunications has rose from 6.8% in the pre-reform period to 40.6% between 
1978 andl995. 
Besides, the Ninth Five-Year plan (1996-2000) targets GDP growth at 8% a 
year.23 According to the plan, rapid and balanced growth will continue only if China 
completed two fundamental changes. First, a change from planned economy to a 
socialist market economy. Second, a shift from an extensive growth based on 
increases in inputs, to an intensive growth driven by improvement in efficiency. 
22 Wu C.G.; Zhang X. (1992). 'An Analysis ofthe Seemingly High Profit in the Industry'. In P&T 
Economy. 18(1), pp.9. 
23 China 2020. Development Challenges in the New Century, p.l9. 
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In view of telecommunications development, the Ninth Five-Year Telecom 
Plan (1996-2000) was laid down as follows:' ' 
Ninth Five-Year Telecom Plan, 1996-2000 
1. Greatly expand local network capacity. Total network exchange capacity will be 
more than doubled, reaching 150 million lines. The number of telephone lines 
will increase to 105 million, achieving teledensity of 8%. In the major cities, the 
telephone penetration rate will reach over 30%. 
2. Install a telephone in every urban household and rural village. 
3. Focus on expanding long distance networks, supplemented by satellite and 
digital microwave links. Increase long distance circuits from 865,000 in 1995 to 
2.8 million by the year 2000. 
4. Cellular mobile and radio-paging networks will cover all cities. Total number of 
cellular subscribers will rise from 5 million by the end of June 1996 to at least 18 
million, or 20 million if Unicom's subscribers are included, by 2000. Paging 
subscribers will reach 30 million, or 50 million if non-MPT paging networks are 
added. Mobile phone teledensity will reach 1.6%, while paging teledensity will 
reach 4%. 
5. Expand Chinapac and China Digital Data Network (DDN) to cover 90% and 
60%, respectively, of medium-size to large cities, and extend ChinaNet to major 
or provincial cities for Internet access and services in order to satisfy growing 
consumer demand. 
6. Offer new or value-added services such as on-line information retrieval, data 
processing, e-mail, EDI, voice mail, and facsimile services. 
24 Li, S.; Su, J.; Dhilawala, S. (1996). Chinese Telecom Market. New York: Northern Business 
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7. Keep annual investment in telecommunications well above US$10 billion, of 
which approximately 15% should be from foreign investment. Achieve telecom 
revenue of about US$30 billion during the five-year period. 
8. Encourage network interconnection between public and private networks. 
In fact, when China's economy is transforming from a planned economy to a 
socialist market economy, the telecommunications industry has experienced rapid 
growth both in term of investment and improvements in technology. While the 
number of subscribers to both fixed line and cellular telecommunications service 
grew substantially, especially in the 1990s, penetration rates remain relatively low. 
Information, pp.77-93. 
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CHAPTER 3: TELECOMMUNICATIONS 
AND NATIONAL GOALS 
This chapter examines the hypothesis that telecommunications development 
in China depends not merely on economic growth but on national goals and strategic 
considerations. Since China is a one-party state, the control of telecommunications is 
viewed as essential to its sovereignty and national security. 
National Goal Before 1978: Defence Consideration 
In the 1960s and 1970s, China faced two threats: the United States and the 
Soviet Union. The national goal during this period was 'people's war under modern 
conditions, - a strategy which was based on the People's Liberation Army's (PLA) 
peasant war experience. This strategy called for deep penetration of the enemy and 
then cutting the invaders offby flank attacks on their supply lines. 
During 1960 to 1964, the machine building industries were reorganised and 
expanded. Their number increased from two to eight. Table 3.1 shows the defence 
production functions of the eight ministries. 
Table 3.1. Defence Production Functions of the Ministries in the Machine Building Industries 
(in.m.b.), 1960-1964 
Ministry Production Function 
P ' m . m . b Civilian production 
2"^ m.m.b. Atomic energy and nuclear services 
3'd m.m.b. Munitions and assorted light armaments 
4'h m.m.b. Electronics, radio, and telecommunication equipment 
5'h m.m.b. Heavy weapons and artillery 
6*h m.m.b. Naval equipment and shipbuilding 
7'h m.m.b. Aircraft and missiles 
8'h m.m.b. Civilian production 
Source: Shambaugh. D.L. 'China's Defense Industries: Indigenous and Foreign Procurement'. In Godwin, H.B. (ed.) (1983). 
Tlie Chinese Defense Establishment: Continuity and Change in the 1980s. Boulder, Colorado: Westview Press, p.46. 
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The National Defence Industries Office (NDIO) was established to co-
ordinate production. Besides, the National Defence Science and Technology 
Commission QS[DSTC) was established in 1958. It was the top military research and 
development organisation responsible for overseeing nuclear weapons and delivery 
systems development. 
In view of the top priority allocated to defence strategy, the growth of rural 
telephones in interior regions was accelerated. For instance, in 1963, the rural 
telephones in Shaanxi was divided into five categories according to the defence 
stmtegy25: 
Category I : for air raid warnings; 
Category II: special telephone - for emergency use in case of floods, diseases, 
fires, bribery and climates; 
Category III: for head of government, party secretary, and provincial leaders; 
Category IV: military use; 
Category V : for common usage - institutions, organisations and individuals. 
Besides, as discussed in Chapter 2, the Third Line was constructed to act as a 
defence infrastructure in the 1960s. It was operated in a highly centralised 
environment based on the Soviet model. The central ministries made all decisions 
concerning personnel, new departments, new product development and allocation of 
capital. Thus, the enterprises were established by central decisions which need not 
link to the external economic environment. Production was carried out according to 
25 Shaanxi: Posts and Telecommunications. (1998). Shaanxi Provincial Publications Committee. San 
Tsun Publishing House, pp.418-19. 
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administrative orders. The huge amount of central investment was made without 
regard for the needs of the overall deployment of resources. 
The political turmoil of the Cultural Revolution (1966-1969) upset the entire 
economy. The Red Guards disrupted the flow of raw materials and parts to the 
machine building industries by the seizure of railroads and communications lines. It 
was not until 1968 that defence industry experienced another period of growth. The 
border clashes with the Soviets along the Ussuri River in 1969 further added to this 
trend. Defence production rose rapidly in the next two years, reaching an all-time 
peak in 1971 - more than double the output of 1967 , 
In the mid-1970s, there was a strategy that focused on 'all-out nuclear war,. 
China mobilised 4 million people in the military, with a ground force of over 3 
million, a small air force and navy, and a separate nuclear weapons service arm- the 
2"d Artillery. ^^  Table 3.2 shows the defence expenditure in China from 1950-1995. 
Table 3.2. Defence Expenditure in China, 1950-1995 
Period Total Expenditure Defence Expenditure 
(RMB$100 million) W 
V' FYP (1953-1957) 1,345.7 314.8(23.4) 
2"dFYP (1958-1962) 2,288.7 272.9(11.9) 
1963-1965 1,205.0 226.1(18.8) 
3 '^ FYP (1966-1970) 2,510.6 549.6(21.9) 
4* FYP (1971-1975) 3,917.9 750.1(19.1) 
5'^  FYP (1976-1980) 5,282.4 867.8(16.4) 
6thFYP (1981-1985) 7,483.2 893.7(11.9) 
T^ FYP (1986-1990) 12,865.7 1,170.2 (9.1) 
8 '^ FYP (1991-1995) 24,387.5 2,321.4 (9.5) 
Note. Data compiled from Finance Yearbook ofChina, 1992, pp. 888, 903. Financial Yearbook ofChina, 1998, p. 449. 
26 Ding, A.S. ‘The Regional Implications ofDefense Conversion: The Case of the "Third Line" and 
Guizhou.' In BrommeUiorster, J.; Frankenstein, J. (eds.)(1997). Mixed Motives, Uncertain Outcomes. 
Boulder, London:Lynne Reinner Publishers, pp.135-149. 
27 Sydney H. J. (July 10, 1973). ‘The Chinese Defense Burden, 1965-1974’. In U.S. Congress, Joint 
Economic Committee. China: A Reassessment of the Economy. Washington, D.C.: Government 
Printing Office, p.462. 
28 Brommelhorster, J.; Frankenstein, J. (eds.)(1997). Mixed Motives, Uncertain Outcomes. Defense 
Conversion in China. London: Lynne Rienner Publishers, pp.8-9. 
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As indicated in Table 3.2，defence expenditure experienced a rapid decrease 
from 23.4% during the First Five-Year Plan (1953-1957) to 9.5% in the Eighth Five-
Year Plan (1991-1995). Defence expenditure was at its high during the First and 
Third Five-Year Plan (1966-1970) in which defence was at the top priority of the 
national agenda. 
In fact, the construction of the Third Front in the remote regions of south-
western and westem China during the 1960s and 1970s is a manifestation of the 
ability of a centrally planned system to mobilise vast amount of resources for 
industrial and telecommunications development. The disposal of resources in China 
followed the preferences of state planners who were relatively unconstrained by 
economic considerations at that time. 
National Goal After 1978: Economic Consideration 
When China began its economic reforms in 1978, the government did not 
have a well-worked out blueprint. The adopted measures were intended to solve 
conspicuous economic problems that the government encountered at that moment. As 
Deng Xiaoping stated that reform was something new, the Party and the government 
‘have to grope around to find our way like crossing the river while groping for 
stepping-stones planted at the bottom.，^^  In other words, reforms proceeded step by 
step, moving forward at the rate the government deemed appropriate at any given 
time. 
Throughout the 1980s, there were dividing ideas within the leadership about 
the nature of the post-reform 'planned commodity economy'. At the Twelfth 
29 Xinhua News Agency. (14 September 1986). In Foreign Broadcasting Information Service, 16 
September 1986，pp.l-3. 
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National Congress held in 1982, the Party proposed a 20-year long-term development 
goal and called for 'a new long march，to fulfil the goaL^ According to the plan, 
China should quadruple its annual gross value of industry and agriculture from 1981-
2000. Three areas, namely, agriculture; energy and transportation; education and 
science, would become the 'strategic foci’ in order to achieve this goal. The first 
decade (1981-1990) was a period to accumulate capacity and lay a solid ground for 
economic booms in the second period (1991-2000), Table 3.3 showed the main 
concepts proposed in the Party Congresses during the reform era. 
Table 3.3. Main Concepts Proposed by the Party Congresses, 1982-1997 
Party Congress Economic Reform Political Reform 
12也(1982) Planned economy as the main pillar and Recruiting young and professionals into the 
market economy as a supplementary element Party leadership; abolishing the lifelong office-
holding system; reform the party and state 
system 
13山(1987) Combine planned and market economy theory Developing socialistic democracy; establishing 
ofprimary stage ofsocialism and strengthening the grass-roots democracy; 
political participation 
14山(1992) Socialist market economy Anti-corruption (no major concept ofpolitical 
reform was mentioned) 
15^(1997) Theory ofprimary stage of socialism; market Anti-corruption; strengthening grass-roots 
economy; shareholding co-operatives and any democracy; the rule oflaw; 'democratic 
other possible means to develop the economy supervision,' etc. 
Source: Zheng Y.N.; Zou Z. (1997). ‘ Power to Set Own Agenda: Jiang Zemin's New Political Initiatives at China's Fifteenth 
Party Congress'. In China After the Fifteenth Party Congress. NewInitiatives. EAI Occasional PaperNo.l. Singapore: World 
Scientific Publishing Co. Pte. Ltd. and Singapore University Press Pte. Ltd., p.50. 
In order to accelerate economic reforms, the government shifted the regional 
policy from an emphasis on interior regions to coastal regions. The policy goal was 
divided dramatically into two periods. The pre-1978 regional policy had adopted 
basically a balanced development while the post 1978 was characterised by an 
3° Long March was thejoumey of9,660 km. undertaken by the Red Army of China in 1934-35. After 
a major defeat by the Nationalist forces in Jiangxi, a province in Southeast China, some 90,000 men 
and women of the Red Army marched west to Guizhou province. Led by Mao Zedong, they then 
pushed on to Shaanxi province in northwest China despite natural obstacles and harassment by 
nationalist troops. More than half the marchers were lost in this ahnost one-year trek. 
31 Documents of the Twelfth National Congress of the CPC. (1982). Beijing: People's Press. 
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unbalanced o n e . The objective for the balanced strategy was oriented in two 
fundamental directions. First, the interior regions were to be developed so as to 
provide more industrial raw materials and mineral resources to other regions. Second, 
the need for war preparations against the Soviet Union and the United States placed 
an emphasis on the expansion of military constructions. 
Reforms in economic system created a more favourable environment for 
telecommunications development. Yet, it also led to an imbalance in the 
development of telecommunications infrastructures. Since 1978, provincial bureaux 
have been granted independent accounting. They may retain part of their revenues 
for reinvestment and are encouraged to seek investment from local governments and 
other sources. A success in meeting the demand for telecommunications services 
promotes further investment and economic development. The results are that rich 
areas enjoy rapid growth. Advanced telecommunications networks appear in the 
coastal regions while poor areas lag further behind. 
Preferential Policies and Foreign Direct Investment 
From the 1980s to the early 1990s, economic reforms have led to fundamental 
changes in the sources of investment. The importance of foreign investment has 
increased significantly. From 1985 to 1995, the proportion of foreign investment in 
domestic fixed capital investment increased from 3.6% to 11.5%. Total actualised 
foreign direct investment during the Eight Five-Year Plan period (1991-1995) 
32 Hsueh, T.T. (1994). China's Regional Economic Development and its Policy Implications. Hong 
Kong Institute ofAsia-Pacific Studies. The Chinese University ofHong Kong, pp.19-25. 
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reached US$114.7 billion, a 680% increase over the amount of foreign direct 
investment (FDI) during the Seventh Five-year plan period^ 
However, as the state considered telecommunications as essential to 
safeguarding its sovereignty and national security, foreign investment in the 
operation and management levels of telecommunications was strictly prohibited. The 
restrictions on foreign involvement's in telecommunications services are based on 
the following considerations. First, centralisation of telecommunications 
management in a single, state-owned operating entity makes it easier to use the 
network as an extension of the state's surveillance and security apparatus. Second, 
telecommunications is universally perceived as a fast-growing, highly profitable 
business. The government would like to reserve this market for itself. Third, since 
the local levels of the telecommunications hierarchy are not reformed yet, permitting 
foreign equity investment would likely result in asset privatisation. Appendix I is a 
guiding directory on industries open to foreign investment (tertiary industry) in 1997. 
The operation and management of posts and telecommunications were categorised as 
prohibited foreign investment projects and the development of telecommunications 
was viewed as a strategic industry. 
As discussed earlier, foreign investment increased drastically during the 
reform period. Table 3.4 shows the amount of foreign investment used by different 
industries in 1995. 
33 Lu, D.; Tang, Z.M. (1997). State Intervention and Business in China. The Role of Preferential 
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Table 3.4. Foreign Direct Investment Used by Different Industries, 1995 
No. ofprojects Ratio to total Investment committed Ratio to total 
(%) (Unit: 10,000 US dollars) (%) 
T ^ y j ^ l 1 ^ 9 , 1 2 8 , 1 5 3 IS5!S 
Agriculture, forestry, animal 9 0 3 2 . 4 1 7 3 , 5 7 8 1.9 
husbandry & fisheries 
Industries 2 7 , 6 8 7 78 .8 6 , 1 6 4 , 7 6 3 6 7 . 5 
Geologicalsurvey&prospecting 6 0 .001 116 0 .01 
Construction 9 4 4 2 .6 1 9 1 , 8 3 6 2 .1 
Transport, communications, 2 6 8 0 .7 1 6 9 , 6 9 8 1.9 
posts and telecommunications 
Commerce, catering, trade 1 ,851 5.1 3 4 2 , 6 6 5 3 .8 
Realestatedevelopment& 3，279 8 .9 1 , 7 8 3 , 5 4 2 19.5 
public services 
Publichealth&sports 174 0 .5 8 3 , 7 4 1 0 .9 
Education, culture, TV 162 0 .4 3 4 , 4 9 6 0 . 4 
& broadcasting 
Scientific research & 2 7 5 0 .7 21,115 0 .3 
technological service 
Banking&insurance 2 0 .01 5 , 4 0 7 0.1 
Otherindustries | ^ ^ 1 ,494 .89 \.6 
Source: People 's Republic ofChina Yearbook 1996/97. Beijing : PRC Yearbook Ltd., pp.519-520. 
The category of industries accounted for 67.5% of the total investments while 
transportation, communications, posts and telecommunications only accounted for 
1.9% in 1995. Other sectors, such as real estate development and public services; 
commerce, catering and trade, received 19.5% and 3.8% respectively. The 
government policy of restricting foreign investments in the operation and 
management of posts and telecommunications hindered its development. 
The official guidelines toward foreign investors remained unclear until the 
State Council published two documents entitled 'Provisional rules for Guiding 
Foreign Investment (Rules) and the Catalogue Guide to Foreign Investment Sectors 
(Catalogue) in June 1995.^ ^ In principle, the government divided foreign-funded 
Policies. Cheltenham, UK., Lyme, U.S.: Edward Elgar Publishing Ltd, p.79. 
34 China Economic News. Beijing, 24 July 1995. 
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projects into four categories: namely, the projects to be encouraged, the ones to be 
allowed, the ones to be restricted, and the ones to be forbidden^ 
Provincial Telecommunications Policy 
With respect to provincial telecommunications development, the policy goals 
differed in the two periods. The pre-1978 period witnessed an emphasis on the 
interior regions for defence purposes while development priority during the reform 
era was given to the coastal regions. The Six Points Instructions by the State Council 
in 1984 stated that large cities such as Beijing, Shanghai, Tianjin and Guangdong, as 
well as the coastal areas should be given the priority to develop telecommunications 
services. Interior regions and the southwestern or northwestern areas should 
purchase second-handed equipment from foreign countries. Middle and small cities 
should not chase after fiber-optic communications or satellite technology. Thus, 
telecommunications development accelerated in the coastal regions in the 1980s. 
Besides, the State Council approved the plan of 'fixed systems, fixed work 
force and fixed responsibility' in 1994.^ ® It stated that the Ministry of Posts and 
Telecommunications (MPT) was to have macro-control over the whole 
communications industry; to provide unified control over the national public 
networks; the market of communications services, for the benefit of the nation and 
service users. It stressed that communications was a typical national infrastructure 
35 Chai Q.L. (June 1996). ‘An Mtroduction to Telecom Industry Items Open to Foreign Investment'. 
In China Telecommunications Construction. 8(4). pp.50-55. 
36 Wu J.C. (October 1994). ‘To Serve the Country with Better Communications with More Radical 
Reform and Faster Development'. In China Telecommunications Construction. 6(5), pp.4-18. 
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for large-scale production. It covered not only the country but also the outside world. 
Thus, it must be operated as an entity with all its lines and networks.^^ 
Prior to the economic reforms, the fundamental characteristics of China's 
development strategy were to have a centralised and unified relationship between the 
central and provincial governments. However, during the reform era, some regions 
could become rich first. Decentralisation involved a relaxation of the central 
government's control over economic decision-making at provincial and local levels. 
It gave provincial and local government greater autonomy in handling regional 
economic affairs. 
In the 1980s, the central government found itself short of funds to finance 
telecommunications expansion at both the central and local levels. According to the 
MPT, the total telecommunications revenue increased 30% each year from 1986 to 
1990. In view ofa lack of funds at the state level, the State Council issued a directive 
QSfo. 165) and initiated the process of decentralisation in 1979. It stated that 
government administration and business in the P&T industries should be separated. 
The postal business and telecommunications business should also be separately 
administered. The enterprises should have their own accounts and should be 
financially independent. The process of decentralisation stimulated 
telecommunications development in China. 
The central budget constraints and rapid sector growth in the mid-1980s led 
MPT to transfer responsibility for financing network development to local post and 
telecommunications bureau (P&T). As a result, central financing decreased from 
37 Ibid. 
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60% of total telecommunications investment in 1983 to less than 9% by 1989严 In 
the past, local bureau received funds from the MPT and gave most of their profits 
back to Beijing. The new policy permits local P&T, enterprises, and institutional 
users to keep profits for local re-investment and encourages them to utilise other 
sources of funding as well. Thus, the P&T have to shoulder a greater financial 
burden, but at the same time, enjoy greater decision-making autonomy. ^^  
Regulatory Structure in Telecommunications Sector 
In spite of the rapid development of telecommunications brought about by 
economic reforms and the Open Door Policy, China's regulatory system in 
telecommunications remains tight. 
Telecommunications policy was based on state policy goal rather than market 
demand. Prior to 1993, the Ministry ofPost and Telecommunications (MPT) was the 
sole provider of all telecommunications services in China. It was not until 1993 that 
major steps were taken to reform the telecommunications industry. In 1993, the State 
Council issued regulations permitting other domestic companies to be licensed by the 
MPT to provide to the public certain non-basic telecommunications services, such as 
radio paging and domestic Very Small Aperture Terminal (VSAT) communications 
services. Besides, it introduced limited competition into the telecommunications 
sector by approving the establishment of the China Unicom. The setting up of the 
China Unicom helped to create a more competitive environment in 
telecommunications development. For instance, in August 1995, China Unicom 




opened competing cellular telephone services in four of China's largest cities, 
namely Guangzhou, Shanghai, Beijing and Tianjin. The MPT immediately responded 
by lowering the price of cellular telephone handsets in some provinces by 30 to 50 
percent. However, the MPT remains the dominant provider of telecommunications 
services. 
In March 1998, the Ninth National People's Congress 0^PC) adopted the 
blueprint for ministerial reforms. The new Ministry of Information Industry (MII) 
was formed by the merging of the MPT, the Ministry of Electronics Industry (MEI), 
the data transmission sections of the State Aerospace Bureau, the General 
Administration of Civil Aviation, and the Ministry of Radio, Film, and Television. 
The MII is under the Ministry of Foreign Trade and Economic Co-operation (see 
Map 4). 
A State Council official stated that the purposes of the formation of the new 
ministry are threefold. First, it combines the market and industry, spurring the 
development of electronics and information industry. Second, it avoids redundant 
construction. Third, it separates the industry and the authority.*�The State Council 
has adjusted the functions of the MII in compliance with the principles of the 
separation of industry and its administrative authority, transformation of functions, 
elimination of monopoly, protection of competition and consistence between 
authority and responsibility. The major responsibilities of the MII are listed in 
Appendix II, and the responsibilities of departments within the MII are in Appendix 
III. 
4° 'A New Chapter ofInformation Industry in China’ (An Executive Summary). (August 1998). In 
China Telecommunications Construction. 10(6), p.6. 
43 
In this respect, the development of public telecommunications networks is a 
three-tiered administrative hierarchy. At the top is the Ministry of Information 
Industry, which dictates network standards, interconnection policies, and the 
country's overall telecommunication development strategies. The next tier is China's 
provincial post and telecommunications authorities (P&Ts) which are responsible for 
the development and operation of the networks within each province. Their 
responsibility includes arranging investment funds necessary for the development of 
the network. The third tier is the county and district offices of the P&Ts, which 
handles telecommunications service in rural areas. 
In the present telecommunications network, there are four levels of transit 
centres. The highest level is an interprovincial centre, which is the basic skeleton of 
the national network. There are six centres at this level: Beijing, Shanghai, Wuhan, 
Shenyang, Xi'an and Chengdu. They serve as pivots where traffic between several 
provinces of major regions interconnects. Auxiliary centres are located in Tianjin, 
Nanjing, Lanzhou, and Chongqing. They form a mesh network while the lower level 
centre form a star configuration networks. The second level handles transit 
connections for intra-province communication. They are usually located in 
provincial capitals. At the third level, inter-county centres connect circuits between 
the counties. They are generally in cities that are seats of a sub-provincial region or 
prefecture. The fourth level is the county centre. They connect circuits within a 
district and are generally located in the seats of county government (see Figure 3.1 
and 3.2 for the structure of the teleconununications networks and telephone networks 
in China). 
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Since the public networks provide limited capacity, there are a number of 
private networks catering to special needs provided by various departments. They 
include private networks for railways, electric power transmission, oil production, 
military departments, broadcasting and television. The total switching capacity of 
the public telephone network in Shandong increased from 703,000 main lines in the 
Seventh Five-Year Plan (1986-1990) to 5,280,000 main lines (among them 525,000 
for mobile telephone) in the Eighth Five-Year Plan (1991-1995), an increase of 6.5 
+ • 41 
times. 
Although opportunities for foreign investments and participation in 
telecommunications development in China are limited to the operational level, 
foreign investment can take the form of ‘profit sharing deals' or 
'build/operate/transfer' schemes. Investors in telecommunications infrastructure or 
equipment are able to receive a retum linked in part to operating revenues (Appendix 
IV is a list of foreign business activities in China's telecommunications sector). 
41 Hu L.C. (August 1997). 'Shandong's Balancing Act Pushes Telecom Industry One Rung Up the 
Development Ladder，. In China Telecommunications Construction. 9(6), pp.4-12. 
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CHAPTER 4: A COMPARATIVE STUDY OF 
TELECOMMUNICATIONS DEVELOPMENT IN 
SHAANXI AND SHANDONG 
This chapter uses the telecommunications development in Shaanxi and 
Shandong to test the hypothesis that telecommunications development depends not 
only on economic factors but on non-economic factors such as state policy goal and 
strategic considerations as well. This chapter investigates, on the one hand, why 
Shaanxi has a relatively good telecommunications infrastructure despite its poor 
economic performance, while on the other hand, how Shandong has benefited from 
the economic reforms and accelerated its pace in telecommunications development. 
Provincial Profile: 
(I) Interior Province: Shaanxi as a 'Defensive Heartland' 
Shaanxi has a land area of 205,600 square kilometres with a population of 
35.7 million.'' Its GDP per capita was RMB$3,707 in 1997. It is an interior province 
which borders seven other provinces and autonomous regions, including Sichuan. Its 
capital is Xi'an (see Map 5). Table 4.1 shows the population of Shaanxi. 
Table 4.1. Population ofShaanxi, 1952-1997 (in 10,000s) 
Year Total Urban Rural 
Population(%) PopuIation(%) 
T952 I^55i 160 (10.5) 1,368 (89.5) 
1978 2,780 455 (16.4) 2,325 (83.6) 
1980 2,831 522 (18.4) 2,309 (81.6) 
1985 3,002 1,167 (38.9) 1,834 (61.1) 
1990 3,316 1,501 (45.3) 1,815 (54.7) 
1991 3,363 1,539 (45.8) 1,824 (54.2) 
1992 3,405 1,576 (46.3) 1,829 (53.7) 
1993 3,443 1,654(48.0) 1,789 (52.0) 
1994 3,481 1,668 (47.9) 1,813 (52.1) 
1995 3,513 1,738 (49.5) 1,775 (50.5) 
1996 3,543 1,939 (54.7) 1,604 (45.3) 
199 7 3£70 2,279 (63.8) 1,291 (36.2) 
Source: Statistical Yearbook ofShaanxi 1998, p.22, 36，68. 
42 Statistical Yearbook ofShaawci, 1998, p.8, 68. 
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As indicated in Table 4.1, there was a great shift of rural population to the 
urban areas in the past four decades. Rural population accounted for 89.5% in 1952, 
while in 1997 only 36.2% were rural population. 
Shaanxi has for centuries played host to critical developments in Chinese 
politics and society. Between the eleventh century BC and the twelfth century AD, 
eleven dynasties established capitals in Shaanxi, making it a centre of Chinese 
civilisation. The Silk Road, which connected China to Central Asia and Europe, 
originated in Shaanxi. Besides, the geographical inaccessibility of Shaanxi enabled it 
to become China's hinterland for national security. For instance, Yan'an, which was 
located in the northern part of Shaanxi, provided a safe haven for Communists to 
recover from the Long March in the late 1930s. The party under Mao Zedong's 
leadership built its political and military institutions there. Yan'an was the cradle of 
Chinese revolution. 
The strategic location of Shaanxi enabled it to benefit from the national 
defence policy in the 1960s and 1970s. Telecommunications was among the defence 
constructions at that time. During the First Five-Year Plan (1953-1957), the PRC 
planned to implement 156 development projects nation-wide with the assistance of 
the Soviet. The total planned expenditure was RMB$76.64 billion. Out of the 156 
projects, 24 were undertaken in Shaanxi, 
In fact, the inaccessibility of Shaanxi enabled it to emerge as a strategic centre 
for industrial development prior to the economic reforms. It undertook major projects 
such as rail construction, energy resources, defence technology and civil aviation. Its 
43Lane, K.P. 'One Step Behind. Shaanxi in Reform, 1978-1995’. In Cheung T.Y.; Chung J.H. and 
Lin, Z.M. (eds.)(1998). Provincial Strategies of Economic Reform in Post-Mao China. Leadership, 
Politics and Implementation. Armonk, New York, London: M.E. Sharpe, p.213. 
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investment in basic infrastructure in 1970 was more than double that of 1969. The 
pace of construction remained high during the Fourth and Fifth Five-Year Plans/^ 
(II) Coastal Province: Shandong as a 'Large Agriculture Province'^^ 
Shandong is located along the lower reaches of the Yellow River and is one 
of the ‘cradles ofhuman civilisation'. Its land area is 156,720 square kilometres and 
its population is 88.1 million, which amounts to 7.1 per cent of China's total 
population. It is the most populous coastal province with a population density of 561 
people per square kilometre^^see Map 6). Its GDP per capita was RMB$7,590 in 
1997. Shandong does not occupy a particularly vital strategic position in China's 
defence. With the exception of some naval and air force bases that are responsible 
for covering the approaches to the Gulf of Bohai, it is not a province whose 
development has benefited from defence considerations. The province includes two 
parts: Shandong Peninsula and inland. Table 4.2 shows the population of Shandong 
froml952tol997. 
Table 4.2. Population ofShandong, 1952-1997 (in 10,000s) 
Year Total Rural Non-Rural 
PopuIation(%) Population(%) 
T952 4；827 4,538 (94.0) 289 (6.0) 
1978 7,160 6,533 (91.2) 627 (8.8) 
1980 7,296 6,605 (90.5) 691 (9.5) 
1985 7,693 6,676 (86.8) 1,017 (13.2) 
1990 8,424 6,846 (81.3) 1,578 (18.7) 
1991 8,534 6,884 (80.7) 1,650 (19.3) 
1992 8,580 6,819(79.5) 1,761 (20.5) 
1993 8,620 6,724 (78.0) 1,896 (22.0) 
1994 8,653 6,574 (76.0) 2,079 (24.0) 
1995 8,701 6,531 (75.1) 2,170 (24.9) 
1996 8,747 6,484 (74.1) 2,263 (25.9) 
199 7 M ^ 6,500 (73.8) 2,310(26.2) 
Source : Statistical Yearbook of Shandong, 1998, p.32. 
44 Zhang Z. et al., Contemporary China, Shaami, p.l41. 
45 Zheng W.S. (August 1992). ‘The Developing Shandong Telecommunication.' In China 
Telecommunications Construction . 4(4), pp.29-33. 
妨 Statistical Yearbook ofShandong 1998, p.4. 
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In the past fifty years, Shandong's economy has undergone significant 
changes. Between 1949 and 1979, its gross value of industrial and agricultural 
output (GVIAO) increased at an average rate of 8.9% per annum. In 1979, the total 
GVIAO was RMB$45 billion, almost fifteen times that of 1949. During 1949 to 
1979, the share of gross value of industrial output (GVIO) in GVAIO rose from 29% 
to 7Qo/o.47 However, its development was slow at the beginning of the economic 
reform period, especially when compared with its southern counterparts. It was not 
until 1988 when Beijing decided to include the Shandong Peninsula region in its 
'open coastal development' scheme that Shandong manifested rapid changes. In the 
1990s, Shandong was one of the fastest developing provinces in China. 
Despite Shandong's reputation as a 'large agricultural province' {nongye 
dasheng), the share ofits GVAO and GVIAO has continued to decline over the years. 
Yet, its rural population still remained high - from 94% in 1952 to 73.8% in 1997. 
Data on the capital investment in agriculture in Shandong, Shaanxi and 
Liaoning from 1981 to 1997 are shown at Table 4.3. 
47 Chung, J.H. 'Shandong's Strategies ofReform in Foreign Economic Relations. Preferential 
Policies, Entrepreneurial Leadership, and External Linkages.' In Cheung, T.Y.; Chung, J.H.; Lin, Z.M. 
(eds.) (1998). Provincial Strategies ofEconomic Reform in Post-Mao China. Leadership, Politics, 
and Implementation. M.E. Sharpe: An East Gate Book, pp.253-301. 
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Table 4.3. Capital Investment in Agriculture, 1981-1997 (RMB$100 million) 
Year Nation Total Shandong Shaanxi Liaoning 
1^\ 2 ^ 08 ^ 0^ 
1982 34.1 0.9 0.5 1.0 
1983 35.5 0.8 0.7 0.9 
1984 37.1 1.2 0.8 1.1 
1985 35.9 1.3 0.7 1.1 
1986 35.1 1.6 0.6 1.2 
1987 42.1 1.5 0.8 2.3 
1988 46.2 1.9 0.8 2.8 
1989 50.7 4.3 0.6 2.7 
1990 67.2 2.2 1.2 3.3 
1991 85.0 3.0 1.5 3.4 
1992 112.7 5.5 2.0 4.8 
1993 46.2 1.8 0.8 1.7 
1994 56.8 2.2 0.6 1.5 
1995 76.6 4.4 0.5 1.9 
1996 111.3 3.8 0.6 2.4 
1997 153.9 6.5 1.1 7.0 
Source: China Statistical Yearbook, 1982-1998. 
As indicated in Table 4.3, capital investment in agriculture in Shandong was 
more than six times than that of Shaanxi in 1997. Yet, its investment was lower than 
Liaoning in the same year. In fact, the provincial government of Shandong has 
concentrated on the infrastructure development during the reform period. During the 
Sixth Five-Year Plan, it concentrated on increasing its production capacity for 
electricity, and by 1986, Shandong has replaced Liaoning as number one in the 
production of electricity in China. ®^ Shandong has benefited from the preferential 
policies in the reform era. 
Coastal provinces have been the main players and principal beneficiaries in 
the economic reform era. Shandong has emerged as a front runner in acquiring 
foreign capital and investment since the late 1980s. On the contrary, interior regions 
such as Shaanxi are plagued with problems left over from decades ofcentral planning. 
48 See Shandong jingjifazhan kuai de aomi, p.22; and Guangdong:zhenshi xianshi zaishao youshi, 
p.20. 
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It encountered difficulties in transforming from a resource-based economy to a 
modem, competitive economy. 
GDP Growth and Telecommunications Development 
Shaanxi has been at the centre of national development and a major 
beneficiary of Beijing's largess in the 1960s and 1970s. However, it has been 
marginalised in the economic reform program. Its relative position on the national 
agenda has fallen. During the reform period, Shaanxi's economic growth rate has 
been the second slowest among all China's provinces.^^ Its share of national 
investment in fixed capital assets dropped from 3.7% to about 1.9% between 1979 
and 1987. Besides, the central government's share of investment in basic 
construction in Shaanxi fell from 82.9% six years before the reform to 51.8% six 
years a f t e r . 
Between 1978 and 1986, Shaanxi's share of combined national output in 
agriculture and industry declined steadily, dropping the province from seventeenth to 
twentieth place, then to twenty-first in 1995. Between 1981 and 1986, Shaanxi's 
share of total national investment in basic construction dropped from a post-1949 
average of 3.7% to 1.9%, well below its share of national population, which was 
about 2.7%. On a per capita basis, Shaanxi's share of investment in basic 
infrastructure decreased from 35 % above the national average to 35% below.^ ^ 
On the other hand, Shandong has performed well during the reform era. Its 
GDP per capita rose from RMB$316 in 1978 to RMB$7,590 in 1997. The provincial 
49 Ling X. (6. 12.1994). 'Shaanxi Leads in Science and Technology. Why does it Lag Behind 
Economically?' GuangmingDaily, p.l. 
5�Li P.A. (ed). (1988). A BriefHistory ofShaawci's Socialist Economy. Xi'an: Shaanxi People's 
Publication House, p.493. 
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government in Shandong has set forth three key components for its development. 
First, to transform the local environment for reforms through maximum use of 
preferential policies from Beijing. Second, to accelerate the pace of developmental 
reforms through political intervention and policy innovations by the provincial 
leadership. Third, to promote and expand local-international nexuses in order to 
secure necessary funding and technologies.^^ Table 4.4 illustrates the change of GDP 
per capita in urban and rural Shaanxi and Shandong from 1952 to 1997. 
Table 4.4.GDP Per Capita in Urban and Rural Shaanxi and Shandong, 1952-1997 
Province GDP per capita Urban Population Rural Population Total Primary Secondary Tertiary 
(RMB$/person) Per capita Income Per capita Income IncomeIndustry Industry Industry 
(RMB$) (RMB$) (RMB$) (%) (%) (%) 
Shaanxi 
1952 85 - - - 65.4 14.9 19.7 
1962 135 - - - 49.7 27.2 23.1 
1970 196 - - - 40.3 43.6 16.1 
1975 243 - - - 36.6 46.0 17.4 
1980 338 381 142 523 30.0 50.3 19.7 
1985 608 608 295 903 29.6 44.5 25.9 
1990 1,244 1,263 530 1,793 26.1 38.9 35.0 
1995 2,843 3,048 963 4,011 22.7 40.6 36.7 
1996 3,313 3,487 1,165 4,652 22.4 40.4 37.2 
1997 3,707 4,022 1,813 5,835 20.5 41.9 37.6 
Shandong 
1952 91 - - - 65.8 18.1 16.1 
1962 120 - - - 47.3 26.3 26.4 
1970 199 - - - 41.4 42.5 16.1 
1975 240 - - - 39.4 45.3 15.3 
1980 402 415 - 36.4 50.0 13.6 -
1985 887 699 593 1,292 34.7 43.1 22.2 
1990 1,815 1,408 994 2,402 28.1 42.1 29.8 
1995 5,758 3,953 2,627 6,580 20.2 47.4 32.4 
1996 6,834 4,494 3,247 7,741 20.1 47.2 32.7 
199 7 7,590 5,217 3,469 8,686 18.0 48.0 34.0 
Source : Statistical Yearbook ofShandong 1998, p.l9, 22, 414-15; 1997, p.148,156. Statistical Yearbook ofShaanxi 1998, 
p.22,41; 1997, p.24. 
51 Shaanxi Commission for Structural Reform ofthe Economy. (1994). Concepts ofReform in Shaanxi. 
Xi'an: Shaanxi's People Publication House, pp.75-76. China Statistical Summary.{l994). Beijing: 
Zhongguo tongji chubanshe, pp.11,16. 
52 Chung, J.H. 'Shandong's Strategies of Reform in Foreign Economic Relations. Preferential 
Policies, Entrepreneurial Leadership, and External Linkages'. In Cheung, T.Y.; Chung, J.H.; Lin, Z.M. 
(eds.) (1998). Provincial Strategies of Economic Reform in Post-Mao China. Leadership, Politics, 
and Implementation. M.E. Sharpe: An East Gate Book, pp.253-301. 
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The GDP (pQT capita) in Shandong and Shaanxi has increased by RMB$7,499 
and RMB$3,622 from 1952 to 1997, respectively. In 1997, the ratio of primary, 
secondary and tertiary industry in Shandong was 18%, 48% and 34%, while they 
accounted for 20.5%, 41.9% and 37.6%, respectively, in Shaanxi. 
Although Shandong has had a rapid increase in its GDP per capita during the 
reform period, its teledensity has grown slowly and had only reached 4.7% by 1997 
(see Table 4.5). In contrast, Shaanxi's economic performance was relatively 
unsatisfactory with a GDP per capita of RMB$3,707, yet it achieved a relatively 
higher teledensity of4.1% in 1997. 
Table 4.5. GDP Per Capita and Teledensity in Shandong and Shaanxi, 1978-1997 
Shandong Shaanxi 
GDP per Telephones Teledensity GDP per Telephone Teledensity 
Year capita(RMB$) (1,000 household) (%) capita(RMB$) (1,000 household) (%) 
^978 M6 W\ 0 l 29l 46 ^ 
1979 350 114 0.2 336 49 0.5 
1980 402 119 0.2 338 51 0.5 
1981 472 125 0.2 356 52 0.5 
1982 531 131 0.2 385 55 0.5 
1983 611 142 0.2 420 58 0.5 
1984 765 158 0.2 504 63 0.6 
1985 887 173 0.2 608 70 0.6 
1986 956 189 0.2 688 77 0.8 
1987 1,131 211 0.3 794 85 0.8 
1988 1,395 249 0.3 1,004 95 0.9 
1989 1,595 292 0.4 1,124 106 0.9 
1990 1,815 338 0.4 1,244 118 1.0 
1991 2,122 410 0.5 1,410 136 1.1 
1992 2,557 553 0.6 1,591 175 1.2 
1993 3,222 824 1.0 1,926 257 1.6 
1994 4,473 1,040 1.2 2,344 431 2.2 
1995 5,758 2,119 2.4 2,843 679 2.7 
1996 6,834 3,070 3.5 3,313 1,036 3.0 
1997 7,590 4 ^ 4.7 3,707 1,412 4 ^ 
Source: Statistical Yearbook ofShandong 1997, p.33, 358. Statistical Yearbook ofShandong 1998, p.273, 405 
Statistical Yearbook ofShaanxi 1997，p.36, 56. Statistical Yearbook ofShaanxi 1998, p.41, 404 
China Statistical Yearbook 1997, p.45. China Statistical Yearbook 1998’ pp.64-5. 
Shaanxi possessed a higher teledensity than Shandong before the 1990s. It 
was not until 1996 that Shandong's teledensity surpassed that of Shaanxi. In fact, as a 
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consequence of Beijing's decision to include the Shandong Peninsula region in its 
'open coastal development' scheme in 1988, the provincial government in Shandong 
realised the urgency to improve telecommunications infrastructures as a means to 
support its development goals. Shandong's telecommunications policy in the 1990s 
was depicted as 'multi-directional, opening-up, from east to west, and advancing step 
by step.'53 The strategy was to solve urgent problems first and other problems later; to 
pay special attention to important projects and to help weak ones to move steadily 
forward. 
In 1994, the Shandong Provincial People's Congress passed the Shandong 
Telecom Market Regulations. The Regulations outlined issues concerning market 
entry, competition, licensing, service description, and operational qualifications. In 
particular, they mandate that 'the Provincial postal, telephone, and telegraph ‘(PTT) 
as the sole provincial telecommunications administrator and regulator of the 
provincial telecommunications market. All private networks shall be subjected to the 
national and provincial public telecommunications network development plans.'^^ As 
of August 1996, provincial, municipal, or city People's Congresses had passed 
twenty-nine local telecommunications laws and regulations in Shandong. 
Table 4.6 shows the capital investment in transportation, postal and 
telecommunications services in Shandong and Shaanxi from 1981 to 1997. 
53 Hu, L.C. (August 1997). Shandong's Balancing Act Pushes Telecom Industry One Rung Up the 
Development Ladder. In China Telecommunications Construction .9(6), pp.4-12. 
54 Li, S.; Su, J.; Dhilawala, S. (1996). Chinese Telecom Market. Northem Business Information. The 
McGraw-Hill Co., Lic., p.35. 
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Table 4.6. Capital Investment in Transportation, Postal and Telecommunications Services in 
Shandong and Shaanxi, 1981-1997 (RMB$100 million) 
Year GDP/per capita Total National Investment Teledensity Investment TeIedenstiy 
(RMB$) Investment in Shandong(%) in Shandong in Shaanxi(%) in Shaanxi 
~ m i 4 ^ 4 ^ 2.3 (0.06) ^ 0.5 (0.01) O l 
1982 525 57.2 5.2(0.09) 0.2 0.7 (0.01) 0.5 
1983 580 78.0 7.7 (0.09) 0.2 1.1 (0.01) 0.5 
1984 692 108.5 9.0(0.08) 0.2 1.3 (0.01) 0.6 
1985 853 171.0 10.1 (0.06) 0.2 1.6(0.01) 0.6 
1986 956 180.8 8.9 (0.05) 0.2 2.0(0.01) 0.8 
1987 1 104 189.7 8.4(0.04) 0.3 1.7(0.01) 0.8 
1988 1,355 208.3 9.1 (0.04) 0.3 2.0(0.01) 0.9 
1989 1 512 166.5 8.4(0.05) 0.4 2.2(0.01) 0.9 
1990 1 634 207.2 8.2(0.04) 0.4 3.4(0.02) 1.0 
1991 1 879 330.6 13.1 (0.04) 0.5 5.3 (0.02) 1.1 
1992 2,287 448.3 31.4(0.07) 0.6 2.9(0.01) 1.2 
1993 2 939 901.2 39.6(0.04) 1.0 22.4(0.02) 1.6 
1994 3 923 1,372.9 43.3 (0.03) 1.2 13.0(0.01) 2.2 
1995 4,854 1,587.5 56.9 (0.04) 2.4 15.4(0.01) 2.7 
1996 5,376 1,847.1 69.8 (0.04) 3.5 25.1 (0.01) 3.0 
1997 6,079 2,197.5 79.9 (0.04) 4.7 39.0(0.02) 4.1 
Note. Data compiled from Statistical Yearbook of China, 1982-1998. 
The P&T departments at different levels of Shandong have placed greater 
importance to the construction and expansion ofP&T industries after 1990s. Capital 
investment in transportation, postal and telecommunications services in Shandong 
increased sharply from RMB$230 million in 1981 to RMB$7,985 million in 1997. In 
contrast, Shaanxi accounted for only 0.01% in the share of national investment 
during the 1980s and 1990s, although there was a marked increase in 
telecommunications investment in 1993 which amounted to RMB$2,236 million. 
Despite rapid economic growth in Shandong, her teledensity is just 4.7% in 1997 
when compared to 4.1% in Shaanxi. This is due to the fact that Shaanxi has a 
relatively better telecommunications infrastructure before the reform era as a result of 
the Third Line construction. 
However, the strategic consideration of Shaanxi declined in the reform period, 
experiencing a sharp decrease of capital investment in telecommunications in the 
1980s and 1990s. For instance, in 1992, capital investment in telecommunications 
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amounted to RMB$3,136 million in Shandong, but only RMB$288 million in 
Shaanxi. Hence, a shift of policy goal has significant influences on provincial 
telecommunications development. 
Although Shaanxi has an unsatisfactory economic performance in the reform 
era, its telecommunications infrastructure was better than other interior regions in the 
1990s. Some details are provided as follows: 
1. Sixty-two percent of Shaanxi's cities witnessed the digitisation of their switching 
equipment in 1994. 
2. Digital Data Network (DDN) covering nine cities with 3,400 ports was 
established in Shaanxi by the end of 1995. 
3. Experimental Stored Program Control (SPC) exchange equipped with an SP30 
switching system (the first of its kind in China) is now operational in Shaanxi 
Province (1995). 
4. Forty rural switching points in Shaanxi Province have been connected with the 
provincial network (1995). 
5. The equipment for the system mentioned above was developed by the Xi'an 
Pusheng Communications Technological Research Institute, and the Xi'an 
Microwave Equipment Plant has signed an agreement with Canada's Nortel to 
jointly produce digital microwave systems (1995). 
A comparative study of the telecommunications development in Shandong 
and Shaanxi during the Ninth Five-Year Plan (1996-2000) is summarised in Table 
4.7. As shown in the table, due to the policy shift in favour of the coastal provinces, 
Shandong has experienced a rapid telecommunications development in the 1990s. 
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Table 4.7. Telecommunications Development in Shandong and Shaanxi During the Ninth Five-
Year Plan, 1996-2000 
Shandong Shaanxi 
-Total switching capacity to reach 10,000,000 -network switching capacity to reach 1,910,000 
with an accumulated increase of 6,100,000. lines (an increase of 820,000 lines over 8'^  FYP) 
-To add 6,500,000 new telephone subscribers -telephone lines will connect to all villages 
-Achieve 9% in teledensity (35 cities) 
-The capacity oftoll exchanges to reach 360,000 -the capacity of toll exchanges to increase by 
line terminals (increased by 130,000 during the 84,000 line terminals. 
9th FYP). 
-Long distance circuits to increase 170,000, 
making a total of230,000 at the end of 2000. 
-Cellular mobile subscribers to reach 900,000 
and paging subscribers to hit 2,500,000. 
-Data communication network will cover all 
countries, cities above county level, and 
some townships and villages. 
-To build three trunk optical cable links using -to build four trunk optical cables, which will be 
SDH transmission systems, with a total length enable all prefectural cities to be directly 
of 800 kilometres. connected to the national backbone. 
-Total P&T revenue in 2000 will reach US$2.0 
billion. 
-Accumulated investment in P&T fixed assets 
to hitUS$3.53 billion. 
Source: Li, S., Su, Jack, Dhilawala, S. (1996), Chinese Telecom Market. Northern Business Information. New York: A 
Division ofDatapro Information Services Group, p.159,228. 
Defence Consideration Leads to Telecommunications Growth in Shaanxi 
Shaanxi's economy in the pre-reform era has been described as a 'transfusion 
economy' since its development relied on constant transfusions of capital from 
Beijing. ^^  Shaanxi enjoyed a rate of central investment considerably higher than the 
national average. Between 1950 and 1983, 83.2% of public investment in basic 
infrastructure came from the state, and the proportion reached as high as 99.3% at its 
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peak. The average central contribution to its total investment was 79.1%. 
In December 1994, Guangming rihao (Guangming Daily) published a column 
entitled 'Shaanxi leads in science and technology, why does it lag behind 
55 Zhao B.Z.; Zhang B.T. (1988). A Survey ofShaami's Economic Development Strategy. Sian: 
Sanqin chubanshe, p.l4. 
57 
economically?' The column posed a question: Why should Shaanxi, a leading centre 
for scientific research with a record of technological accomplishments, have 
performed so poorly since 1978?^^ Ling Xiang, the author, argued that the causes 
have less to do with Shaanxi's geographical location, and more with the mind sets of 
the decision-makers in the province. 
Defence considerations in the mid-1960s and early 1970s led Shaanxi to a 
quicker pace of telecommunications development. Hence, the urban regions of 
Shaanxi possessed higher teledensity than national average throughout the 1960s and 
1970s. For instance, national teledensity was 0.2% in 1958 as compared to 1% in 
Shaanxi. Besides, mral teledensity has a marked increase in the 1960s. It rose from 
0.095% in 1959 to 0.19% in 1960. 
Although telecommunications development was seriously hindered in other 
regions during 1966 to 1975, the construction of the Third Front (see Map 7) 
facilitated telecommunications development in the interior regions. In 1973, five 
microwave networks together with twenty-three microwave stations and one hundred 
and thirty-eight microwave terminals construction were completed in Shaanxi.^^ 
Table 4.8 shows the Third Front investment as a proportion of national investment. 
56 Li, P.A. (eds). (1988). A BriefHistory ofShaami's Socialist Economy. Xi'an: Shaanxi's People's 
Publication House, p.493. Zhao B.Z.; Zhang B.T. (1988). A Survey ofShaarvci's Economic 
Development Strategy. Sian: Sanqin chubanshe, p.327. 
“Ling, X. (6. 12.1994). 'Shaanxi Leads in Science and Technology. Why does it Lag Behind 
Economically?' Guangming Daily, p.l. 
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Table 4.8. Third Front Investment as a Proportion To National Investment 
Year Third Front Investment as a proportion 
to National Investment (%) 
During the Adjustment Period, 1963-1965 ^ 
ThirdFive-YearPlan, 1966-1970 52.7 
FourthFive-YearPlan, 1971-1975 4 ^ 
Source: Naughton, B. (September 1988). ‘The Third Front: Defence Industrialisation in the Chinese Interior'. In The China 
Quarterly. No. 115，School ofOriental and African Studies. Abingdon, Oxfordshire: Burgess & Son (Abingdon) Ltd. p.365. 
Economics Reform Leads to Telecommunications Growth in Shandong 
Shandong emerged as a coastal economic power in the 1990s. However, its 
telecommunications development lagged behind most of the coastal regions as 
indicated in Table 1.1. During 1978-1983, there was no regional development 
strategy in Shandong. A full-scale ‘opening’ of Shandong only started in 1988 with 
the provision ofthe second batch of preferential policies including the opening ofthe 
Shandong Peninsula. The goal of 'all-directional opening' was promulgated in 1988, 
with its initial strategic focus on the establishment of key linkages between foreign 
capital and six open cities of Qingdao, Yantai, Weihai, Weifang, Zibo and Rizhao. 
During the reform era, Shandong benefited from the preferential policies. In 
1984, the State Council designated fourteen cities as coastal open cities (COCs). 
They were allowed to implement preferential policies in order to attract foreign 
investment and promote export-oriented industries. The designation of Qingdao and 
Yantai in Shandong as coastal open cities initiated their economic development. 
Besides, the Import, Export and Trade Commission (ImExCom) was established 
within the provincial government in the same year. This measure was significant 
58 Shaawci: Posts and Telecommunications. (1998). Shaanxi Provincial Publications Committee. San 
Tsun publishing house, pp.472-73. 
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because it decentralised much of the central government's foreign trade authority to 
the provincial government. 
In 1987, Shandong was designated as the key province in dealing with South 
Korea on a non-govemmental and economic basis. It was allowed by the central 
government to implement various preferential arrangements to cater to South Korean 
businesses. However, preferential policies were given to just a few major cities in 
Shandong - Qingdao, Yantai, Weihai, Weifang, Zibo and Jinan. They represented 
one-third of the prefecture cities, but their telecommunications revenue accounted to 
two-thirds of the total. These six cities have been playing a pivotal role in the P&T 
development of the whole province. In contrast, the westem half of the province, 
especially the underdeveloped southwestern part, telecommunications industries have 
been s l o w , 
Shandong has received a large amount of foreign direct investment since the 
reforms. The Ninth Five-Year Plan (1996-2000) stipulated that Shandong has to 
achieve RMB$120 billion in GDP in the year 2000 with an annual increase of 28%. 
The urban telephones have to reach 4,700,000^ In comparison, Shaanxi as an 
interior region has to reach the target growth of RMB$ 22.6 billion in GDP in the 
year 2000 with an annual growth of 15% only. Total telephones have number to 
1,616,400.61 Shandong attracted more than ten times foreign investment because of 
the preferential policy as compared to Shaanxi in 1994. Table 4.9 shows the Foreign 
Direct Investment inflows in the two provinces from 1984 to 1994. 
沾 Hu L.C. (August 1997). 'Shandong's Balancing Act Pushes Telecom Industry One Rung Up the 
Development Ladder’. In China Telecommunications Construction. 9(6), pp.4-12. 
6° Ibid. 
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Table 4.9. Foreign Direct Investment Inflows, 1984-1994 (US$ millions) 
Province 1984 l985 m 6 l987 m 8 m 9 l990 1551 T ^ 1 5 5 5 ~ 1 9 9 4 
(%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) 
R e g i o n a l “ m ~ l W m T j E m o w ^ ^ 1 1 , 2 9 2 “ 2 7 , 7 7 1 33,946 
Total 
Shandong 4 36 66 65 90 163 186 216 1,003 1,874 2,552 
(0.005) (0.03) (0.04) (0.04) (0.03) (0.05) (0.05) (0.05) (0.09) (0.07) (0.08) 
Shaanxi 7 16 37 73 112 97 47 32 46 234 239 
(0.008) (0.01) (0.02) (0.04) (0.04) (0.03) (0.01) (0.007) (0.004) (0.008) (0.007) 
Source: China 2020. Development Challenges in the New Century, p.l08. 
As the Statist Theory stipulates, one of the objectives in telecommunications 
development is to support the state's overall economic and political objectives. In the 
case of Shaanxi, its geographical location has benefited its telecommunications 
development when the state placed high priority on national defence. However, 
when the priority was shifted to economic growth during the reform era, Shaanxi 
started to lag behind in telecommunications growth when compared with other 
coastal provinces. 
The Statist theory states that the design of optimal policy requires a trade off 
between purely economic values (both national wealth and distributional equity) and 
the objectives related to power, security and stability (Gilpin 1981; Katzenstein 1977; 
Krasner 1976). When policy goal shifted in favour of the coastal regions during the 
reform period, Shaanxi was left in a difficult position. First, the reform program 
emphasises that the coast is to get rich first, leaving Shaanxi and other interior 
provinces behind. Besides, it emphasises those industrial sectors in which coastal 
provinces held an advantage. Prices for natural resources are kept low while prices 
of consumer goods are allowed to rise. Light industry is to take precedence over 
heavy industry. These priorities all work against Shaanxi's advantages. 
61 lbid.,p.l40. 
61 
In fact, the historical and strategic importance of the interior regions had 
contributed to their telecommunications establishments prior to the economic 
reforms. Due to strategic considerations, the interior province of Shaanxi had a 
relatively better telecommunications development than the coastal province such as 
Shandong before the 1990s. 
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Conclusion 
This study argued that telecommunications development in China does not 
depend merely on economic growth, but on non-economic factors such as policy goal 
and strategic considerations. 
The pre-1978 period witnessed an emphasis on interior regions for defence 
purposes. The study of Shaanxi shows that the strategic construction of the ‘Third 
Front, led to its telecommunications development. On the other hand, when China 
began economic reforms in 1978, the development priority shifted from interior 
regions to the coastal regions. As a coastal province, Shandong benefited from the 
preferential policies and achieved high economic growth in the reform era. 
China and other developing countries share a common set of problems 
regarding telecommunications development. There is a huge gap between supply and 
demand; a strong distribution imbalance favouring urban over rural areas; poor 
quality of service; a long waiting time for new service and peak traffic demands that 
exceed network capacity.^^ 
The statist approach views the state as the crucial actor in allocating power 
and resource within the society, serving the interests of a particular class or group. 
(Duvall and Freeman 1983; Lukes 1974). It viewed communications systems and 
technologies as important to national security and the economic system. Hence, it is 
natural for the government to protect the sector against domination by foreigners or 
potentially disruptive internal groups. The case of Shaanxi and Shandong in this 
study lends support to the statist theory of telecommunications development. 
Furthermore, the markets for telecommunications services have remained tightly 
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closed in China. Strategically, high-technology sectors such as computers and 
telecommunications are subjected to careful scrutiny in terms of national security, 
sovereignty and industrial protection. Foreign direct investment and foreign 
management in telecommunications services have been ruled out. 
In sum, the relationship between telecommunications development and 
economic growth in China can be mediated by the state that may have non-economic 
national goals to achieve. 
机 Riverson, L.K.(1993). Telecommunications Development. The Case ofAfrica. Lanham, New York, 
London: University Press of America, p.25. 
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Map 1 Optical Cable Trunks in China 1997 
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Map 2 National Microwave Trunks in China 1997 
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Map 3 China's Provinces and Major Municipalities 
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Map 7 Third Front Construction 
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Figure 3.1 Structure of Telecommunications Networks in China 
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Figure 3.2 Structure of Telephone Networks in China 
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Appendix III 
Guiding Directory on Industries Open to Foreign Investment in China 
(Tertiary Industry) 
(1) Encouraged Foreign Investment Projects 
Service Industry 
"• ~"International economic and technological information consultancy: China encourages foreign 
businesses to invest in the information industry and to expand exchanges and co-operations in the 
economic, technological and information sectors. 
• Precision instrumentation and equipment repairs and after-sales service. 
Transport 
• Construction and operation oflocal railways, bridges, tunnels and ferries (wholly foreign-owned 
ventures not allowed). 
• Construction and operation of urban underground railway and lightrail systems (with state-owned 
enterprise holding the controlling or majority shares). Construction and operation ofhighways, 
bridges and tunnels (for public piers, the controlling or majority shares must be held by state-
owned enterprises). 
• Construction and operation of civil aviation airports (with state-owned enterprises holding the 
controlling or majority shares). 
(2) Restricted Foreign Investment Projects 
Service Industry 
• Car rental (limited to cars purchased domestically). 
• Gas stations (limited to related facilities). 
Transport 
• Construction and operation or railway trunklines (with state-owned enterprises holding 
controlling or majority shares). 
• Water transport (operation by wholly foreign-owned enterprises not allowed). 
• Cross border road transport (operation by wholly foreign-owned enterprises not allowed). 
• Air transport (with state-owned enterprises holding controlling or majority shares). 
• General air transport (for industrial air transport, state-owned enterprises will hold the controlling 
or majority shares; for agricultural and forestry air transport, operation by wholly foreign-owned 
enterprises not allowed). 
Internal and External Trade, Tourism, Real Estate and Other Services (operation by wholly foreign-
owned enterprises not allowed) 
• Commercial retail and wholesale 
• Materials supply 
• Foreign trade 
• Construction and operation of national-level tourist resorts 
• High-class hotels, villas, high-grade office buildings 
• Golf courses 
• Travel agencies 
• Accounting, auditing, legal consultancy services, brokers 
• Agents (shipping, freight forwarding, futures trading, sales, advertising) 
• Education, translation services 
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Finance and Related Services 
• Banks, fmance companies, trust investment companies 
• Insurance companies, insurance brokers and insurance agencies 
• Securities companies, investment banks, commercial banks, fund management companies 
• Financial leasing 
• Foreign exchange brokers 
• Financial, insurance and forex consultancy 
• Gold, silver, gems and jewellery wholesale and retail 
Other Services 
• Printing, publication and circulation (wholly foreign-owned enterprises not allowed). 
• Inspection and certification of import/export commodities (wholly foreign-owned enterprises not 
allowed). 
• Production, publication and distribution of audio visual products. 
(3) Prohibited Foreign Investment Projects 
Power and Urban Public Utilities 
• Construction and operation of power grids 
• Construction and operation of urban water supply and drainage, gas and heat supply 
Posts and Telecommunications, and Transport 
•"""Operation and management of posts and telecommunications 
• Air traffic control 
Trade 
• Futures trading 
Video and Fihn Broadcasting 
• Radio and TV stations at all classes (including cable TV networks, transmission stations and relay 
stations). 
• Production and distribution of TV programmes 
• Production, distribution and showing ofmovies 
• Video playing 
News 
Others 
• Horse racing, gambling 
• Pornographic business 
Source: Hong Kong Trade Development Council Research Department. (Oct. 1997). China 's Tertiary Sector: Scope of 
Foreign Participation. Hong Kong Trade Development Council, pp.56-57. 
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Appendix III 
Ministry ofInformation Industry (MII) - Major Responsibilities 
• Draft strategies, policies, and overall plan for national information industry. 
• Promote electronic information product manufacturing industry, communications industry, and 
software industry. Draft laws and regulations as well as stipulate technical policies, structure and 
standards for these industries. Promote research and import technologies. 
• Push forward informatisation of the national economy and social service. 
• Plan the state public communications networks (local and toll networks), broadcast and television 
networks (radio and cable TV networks), private networks of military and other departments. Draft 
technical structure and standards for broadcast and television transmission networks. Responsible 
for communications network, equipment network, entrance certification and telecom terminal 
equipment network entrance administration. 
• Supervise the quality of electronic information products. 
• Allocate and administer public communications resources such as national radio frequencies, 
position ofsatellite orbits, code number ofcommunications networks, domain names and addresses. 
• Examine and approve radio station establishments. 
• Control radio interference and uphold order of electric wave. 
• Supervise telecom and information service markets and guarantee fair competition. 
• Draw up interconnection methods and settlement standards between communications networks. 
• Draw up communications and information services charging policies; set P& T service charge. 
• Plan, construct and administer the Party and government's dedicated networks. Manage the State 
Communications Network Monitoring and Dispatch Centre and the international communications 
gateways. Co-ordinate communications ofthe dedicated Party and government, disaster relief and 
emergency communications and other important communications. 
• Guide and foster the development of information industry; adjust industrial structure and enterprise 
structure. 
• Instruct re-organisation of state-owned enterprises and the formation of enterprise groups. 
• Manage military electronics industry; put forth strategies, principles, policies, and plans; link them 
up with those ofthe army and State Defence Science and Technology Industry Committee. 
• Propose plan for informatisation of national economy and assist in the projects. Co-ordinate and 
organise utilisation of information resources. Instruct the promotion of electronic information 
technologies and education. 
• Organise financial consolidation, collection, transfer, and settlement of major P&T enterprises. 
Subsidise universal P&T services. 
• Administer officers in government entities and their subsidiaries. 
• Join relevant international organisations on behalf of the state, sign agreements. Organise 
international economic and technical co-operation and exchange; and handle relevant inter-
governmental affairs. 
• Study communications and information policies for Hong Kong Special Administrative Region, 
Macau and Taiwan. 
• Responsible for industrial statistics and information release. 
• Carry out any tasks given by the State Council 
• Administer the State Postal Bureau according to the regulations of the State Council. 




Ministry ofInformation Industry- Departments' Responsibilities 
(1) General Office 
Daily operation of the ministry office; co-ordinating various departments and bureaus; 
arranging major conferences; public relations; providing secretarial service to the Minister and Deputy 
Minister; finance; and management of State assets. 
(2) Department ofPolicy and Law 
Research and formulation of general policies and major plans for reform; organising the 
drafting of laws, statutes and administrative regulations on information industry; supervision of law 
enforcement; formulation of policies governing the liberalisation of communications sector; and 
research on communications and information policies regarding the Hong Kong Special Administrative 
Region, Macau, as well as Taiwan. 
(3) Department of Planning 
Research and formulation of development strategy as well as medium and long-term plans for 
the development of electronics industry, telecom industry and software industry; co-ordinating the 
setting-up of basic telecom network, computer information network, radio/TV network as well as 
various private networks; promoting the co-ordinated development of public network and private 
network as well as service industry and manufacturing industry; resources allocation/preventing 
duplication in information infrastructure construction; management of funds; providing guidance for 
technology transfer, use offoreign fund as well as the establishment ofjoint ventures and partnership 
with foreign companies; organising the formulation of standards governing the design and construction 
of telecom and information networks; exercising macro market management on the construction of 
telecom and information networks; and compiling industry statistics and dissemination of industry 
information. 
(4) Department of Science and Technology 
Watching the trends of international information technology and formulating plans and 
policies on scientific and technological development; organising and co-ordinating the formulation of 
technical standards on public telecom network and plans on network numbering; organising the 
formulation oftechnical standards on radio/TV transmission network; co-ordinating major scientific 
research projects; and quality supervision for electronics products. 
(5) Department ofEconomic 
Restructuring and Operation Research and formulation of plans on enterprise restructuring; 
providing guidance to enterprises on their restructuring, reform and renovation as well as enterprise 
management; formulating policies and measures for the development oflarge enterprises and groups as 
well as providing guidance to restructuring ofState-owned corporation; statistics compiling and market 
analysis; forecasting; exercising macro management on market of electronic information products; co-
ordinating the management on importation of electronic information technology and products. 
76 
(6) Telecom Administration 
Research and formulation of plans, policies and measures on telecom development; 
supervising and managing telecom and information services to ensure fair competition; examining, 
approving, and licensing telecom and information services; checking service quality and price control; 
interconnection, interoperability, and account settlement among networks; numbering plan; domain 
name service; organising and co-ordinating the construction and management of private telecom 
networks of government departments; management of gateways; and organising research on telecom 
network ofthe State and information security. 
(7) Department ofEconomic 
Adjustment and Account Settlement Implementing policies and laws on the management of 
State-owned assets and accounting system; research and formulation ofregulations governing payment 
and account settlement among enterprises; arranging subsidies to service and postal sector; formulation 
ofpolicies regarding tariffs and billing standards for basic postal and telecom services. 
(8) Department ofManagement ofElectronic Information Products 
Research and formulation of medium and long-term development plans, policies and 
measures for electronics industry and software industry; organising and co-ordinating the development 
and production ofbasic products like system equipment and micro electronic products. 
(9) Bureau ofMilitary Electronics Industry 
Management of military electronic industry. 
(10) Department ofPromotion ofInformation Development (State Office for 
Information Development) 
Research and formulation ofplans for the promotion of information-based national economy; 
providing assistance to major projects in informatisation; organising, co-ordinating and promoting the 
development of software industry; research and formulation of policies and measures for the 
development of information resources; providing guidance and co-ordination to the utilisation of 
information resources and development of information security technology; and public education on 
information development. 
(11) Radio Regulatory Bureau 
Spectrum planning; management of radio stations; providing assistance to handling electro-
magnetic interference. 
(12) Department of Foreign Affairs 
Organising the participation in international organisations concerned with information 
industry; organising and co-ordinating the signing and implementation of agreements between 
governments; research on policies in partnering with foreign countries or institutes in information 
industry. 
(13) Personnel Department 
Human resources management; organising and planning for training; exchange programs for 
telecom professionals; and wage setting. 





T.Kt nfFnreign Busin^^^; Activities in China^s TeIecomnimiications Sector, 
JulY 1995. 
、T «r r : — Maior Products 
Foreign Investor Name ofFutn 
^ C Shanghai ADC Telecom Equipment Co. optical-fiber video equipment 
Alcatel Shanghai Bell Telephone Equipment Mfg. Corp. S1240 svajch 
^ ShaB^iai Belling Microelectronics Mfg. Corp. ASICs,otherIcs 
AIcatIl Beijing Transmission Systems Corp. microwave transmission equipment 
Hangzhou Alcatel Communications System Corp. software development 
U r F s Meishan Telecom Equipment Factory SDH transmission equipment 
Yangzhou Electronics & bistniment Factory IC card & pay phone 
YunHn Telecom Equipment Corp. subscriber connectors 
^ e r i t e c h Beijing Huamei Telecom Corp. GSM network, other networks 
僅 丁 AT&TChinaLtd. Holdingcomp^y 
AT&T Beijing fiber Optic Cable Co. fiber optic cable 
AT&T Chengdu Telecom Equipment Co. switching equipment 
AT&T Consumer Telecom Products Beijing consumer products 
AT&T Qingdao Telecom Equipment Co. 5ESS®switches 
AT&T Shanghai optical transmission equipment 
AT&T Shanghai FiberOptic Co. rawopticalfiber 
AT&T Tianjin Cable Company cable products (copper apparams) 
China AT&T Communications Equipment Co. loop system (120^hannel SLC) 
Bell South Ji Tong Bell South Corp. ^ATV and data n e _ d c s 
Bell south M0U with China Umcom cellular networks 
Brooks Telecom Guangzhou Huamei Communication Corp. broadband services 
C - 一 二 = 狐 一 . S S ; S = n U m e s 
C^io Casio Lanchao Communications & Electric Co. Ltd. CPE 
Ericsson Beijing Ericsson Communication System Co. PABX • 
Nanjing Ericsson Communication Co. mobile network equipment 
Ericsson-Nanjing Wire Communications Corp. AXE switch 
Dalian Ericsson Co. technicd support 
Guangdong Ericsson Co. kchnical support 
Fujitsu Fujitsu Nanjing Telecommunications Corp. optical fiber transmission system 
Jiangsu Fujitsu Co. ^ ^ ^ 
Fumkawa XiGu Optical Fiber & Cable Co. optical fiber & cable 
Gold Star Weifang H&G Telecommunications Equipment Corp. PABX 
GPT Shanghai Digital Telephone Equipment Co. PABX 
Harris Corp. Guangzhou Communications Equipment Co. PABX 
HP China Hewlett Packard Co. measuring instruments 
Huehes Shanghai-Hughes Network System Corp. VSATterminak 
明 Shen5ien Hughes Communications Co. VSAT，m,crowave, radio phone 
IBM JiTong-IBM ^ata communications & multimedia 
Itaitel Chongqin-Italtel Telecommunications Co. transmission equipment 
KoreaTelecom Jomtventure ICcardphone 
Matsushita Beijing Communication Service & Equipment Fty. Radio paying station 
Mitel Tianjin Mitel Co. 譲 乂 
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F o r e i ^ Investor NameofFirm MajorProducts 
Motorola MotorolaChina holdingcompany 
Motorola Tianjin Electronics Co. ICs, pagers, cellular phones 
Leshan-Phoenix Semiconductor Co. ICs 
Nat'l. Semiconductor NS-Shanghai Sunrise Co. hybrid ICs, interface module 
NFC Shougang-NEC Electronics Co. ICs 
CAS-NEC SoftwareLabCo. softwaredevelopment 
Tianjin-NECCo. N E A X 6 i s w i t c h 
Tianjin Telecom Engineering Co. technical support for NEAX 61 
TCL Mobile Communications Equipment Ltd mobde equipment 
Wuhan-NEC Zhongyuan Mobile Communication Co. mobile phones 
Wuhan-NEC Optical Communcations Industry Co. optical fiber transmission equipment 
Nokia Shanghai-Nokia Optical Cable Co. opt j^f ^ber cables 
Beiiing-Nokia Telecommunications Equipment Co. mobde phones 
Guilin-Nokia Optical Communications Co. optical fiber transmission equipment 
Dongguan-Nokia Communications Development Co. electronic components 
Nortd Guangdong-Nortel Telecommunication Switching DMS serial switch 
Equipment Co. . 
Advanced Semiconductor Research Laboratory ASIC design 
Shanghai-Nortel Telecommunications ASIC manufactunng 
二 = : 二 1 1 Research Lab. software and other general research 
Shenyang-Nortel Telecommunications Co. SDH equipment 
Tongguang-Nortel Telecommunications Co. Meridian 1 PABX 
NYNEX MOU with China Unicom technical consulting 
Philips Changfei Optic Fiber & Cable Co. optical fiber and cable 
Suzhou-Philips Communications Equipment Co. PABX 
Pi,ell, Houma Cable Factoo' optical fiber cables 
Siemens SiemensChina hoIdmgCompany 
Beijing MemationaI Switching Equipment Co. EWSD switch 
Siemens-Shanghai Communications Tenninals Co. regular & cordless phones 
Siemens-Shanghai Mobile Communications Co. GSM equipment 
Siemens-Shanghai Digital Exchange Equipment PABX 
Guangzhou Nanfang Transmissions Co. SDH equipment 
Siemens-Tianjin Power Cables Co. electricpower cables 
Siemens-Chengdu Cable Co, optical fiber cables 
SmgaporeTelecom Asia-Pacific Star Communications Co. nationwidepaging 
MOU with Unicom on local networks m Shanghai 
and Suzhou 
Time Wamer Beijing Time Wamer CATV Engineering Co. CATV network and consulting 
Source : Mueller, Milton, Tan Zixiang .(1997). China in the Information Age. TelecommumcaS and the DUemmas ofReform. 
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